VOL. 68 No. 4 April 1956 


THE CANADIAN 


CHARTE aD 
ACCOUNTANT 


Capital Gains Re-Examined 
A Budget for Saskatchewan Road Transport 
The Case for Social Accounting 


Taxes and Canada’s Economic Troubles 


ACCOUNTING RESEARCH @ THE TAX REVIEW @ CURRENT READING 
ADMINISTRATIVE ACCOUNTING @ STUDENTS DEPARTMENT 





for Chartered Accountants Satereoted 


Banker 


In every branch of The TORONTO-DOMINION 
Bank, you’ll find a banker who is interested 


and ready to serve you. 


He can often assist you in helping your clients 
find the money to further their business develop- 
ment. This is just an example of how his broad 
experience can be of real value to you and 


your business associates. 


So drop in to see the manager of your nearest 
TORONTO-DOMINION Bank. Let him help 
you with all your banking transactions, both 


professional and personal. 
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The President takes a second look 


**As I see it, then—”’ the President began ticking 
points off on his fingers ““—the customer’s credit 
rating is in a low bracket. Under the terms of our 
policy with American Credit Insurance, this gives 
us a relatively low coverage. This, in turn, doesn’t 
warrant our shipping the order. Is that right?” 


“That’s right, sir’. The Credit Manager sounded 
almost apologetic. ““You see, in the policy, a 
schedule of ratings and coverages is automatically 
established.” 


“Then why,” the Sales Manager demanded, “do 
we have credit insurance at all?” 


*“*Accounts Receivable,’’ said the Treasurer, 
“represent our second largest asset. We want to 
protect it. Credit Insurance keeps our loss ratio low.” 


“But,” the Sales Manager said, “we lose the 
order, I say we ought to take a chance!” 


“It’s not a chance, it’s a gamble,” said the 
Treasurer. 


“That settles it,” the President said with regret. 
“We can’t take the chance. We’ll have to lose 
the order.” 


Ten minutes later the Credit Manager was 
apologetic again, but with a difference this time. 
“Sir, I want to ask you now to reconsider the 
decision on that account! I decided to take a second 
look at our policy. Then I called our American 
Credit Insurance agent and confirmed it. The 
account can be covered for more under our policy. 
All we do is obtain an endorsement, approving 


the account by name. After they investigate it, 
of course. All I need now—” the Credit Manager 
paused for breath ““—is approval to pass the credit 
when the endorsement is obtained!” 

“You — decided — to — take — a — second—” the 
President spaced out his words, then suddenly 
chuckled. ‘“‘Well, I guess I can take a second look 
too! You've got the approval!” 


* * * 


Obtaining greater coverage on a low-rated account 
is one example of the flexibility of Credit Insurance. 
For your copy of a free booklet “A Preface to 
Profits”, write to one of our Canadian offices 


listed below. 


Canadian Division 
American 
Credit 
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COMPANY OF NEW YORK 


Montreal e Quebec ¢ Sherbrooke © Toronte 
Hamilton ¢ Woodstock © Vancouver 





Underwriters and Distributors 


Government and Corporate Securities 


One of our prime functions is to provide the capital requirements for busi- 
ness. At this time, when consideration is being directed towards the tight- 
ening of credit, you may wish to fund a portion of your current borrowings. 


A public or private issue now, will ensure your planned financial require- 
ments for a specific period at a constant rate of interest. 


We invite your request for an interview to discuss these matters. 


Equitable Securities Canada 
Limited 
Members: The Investment Dealers’ Association of Canada 
220 Bay Street, Toronto 507 Place d’Armes, Montreal 


EMpire 6-1141 AVenue 8-6245 
Toronto Stock Exchange Affiliate—Equitable Brokers Limited 


CORRESPONDENTS 
Goldman, Sachs & Co. Kleinwort, Sons & Co., Ltd. 
30 Pine Street, New York Bankers— London, England 
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Your 
Interests Overseas 


Our London, England, office 
has the knowledge, 
experience and understanding 
required to handle your 
Estate, Tax and Investment 
interests overseas. 














THE 


ROYAL TRUST froin orc 


COMPANY at 3 St. James's Squore 
OFFICES ACROSS CANADA FROM COAST TO COAST 












Mr. Lloyd E. Newth, C.A., senior 
member of a Toronto firm of Chartered 
Accountants, uses his Dictaphone 
Time-Master dictating machine in his 
modern Harbour Street office. 


To the busy Chartered Accountant, 
the Dictaphone dictation system offers 
particular advantages. 


Convenience ranks high. Boss dic- 
tates whenever he wants to—secretary 
types later. Both save time— get more 
work done with less effort. 


Letters, memos, reports, ideas... 
all can be recorded quickly, easily 
. . «it’s said and done.” 


And the inexpensive red plastic 
Dictabelts . . . Dictaphone’s exclusive 


recording medium . . . offer amazing 
clarity of reproduction. 


These. are only a few of the many 
advantages Dictaphone offers you. If 
you would like to see how a Dictaphone 
installation can speed your work and 
increase efficiency in your office, tear 
out this advertisement and send it 
with your name and address to your 
nearest Dictaphone office. A FREE 
trial on your own desk will be 
arranged. No obligation. 


DICTAPHONE 


CORPORATION LIMITED 
204 Eglinton Ave. E., Toronto, Ont. 


Branch Offices 
in all major cities across Canada 


Dietaphone, TIME-MASTER and Dictabelt are Registered Trade Marks of Dictaphone Corporation. 


261 








e 


CHARTERED ACCOUNTANT 
TEAMWORK LIFE UNDERWRITER 

LEGAL COUNSEL 

CORPORATE EXECUTOR 


IN Sooner or later all members of this 


team will be called on for advice 


and counsel. 
Particular skill is required where a 
family business or a private company 


is concerned. 


National Trust Co. is always ready 
to co-operate by drawing on a vast 
experience in practical estate adminis- 

tration. 
Our trust officers will be glad to 
contribute at any time to discussions 


on this important subject. 
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with exclusive 
10-KEY TOUCH OPERATION 


The multi-purpose machine designed to meet the 
accounting requirements of modern business. It’s so 
easy to operate too! Anyone in your office can £ 
learn to operate an Underwood Sundstrand in justa =~ 
few minutes . . . just 10 numeral keys . . . all arranged 

in logical sequence under the finger tips of one hand. 


The famous, fast, accurate Sundstrand 10-key keyboard 

is an Underwood “exclusive” in the accounting machine field; it minimizes hand motion... 
helps your operators turn out more work, with greater ease, and in less time. 

You will appreciate Underwood Sundstrand’s time-saving versatility too, for switching from 
one application to another on an Underwood Sundstrand Accounting Machine is 
accomplished in seconds. 

Use the coupon below, to send for the whole Underwood Sundstrand “speed, simplicity, 


and versatility” story. 


Underwood Limited 


cxgiiem Underwood Limited, 135 Victoria St., Toronto 1, Ont. 


Please send me your illustrated folder describing the time and 
vantages of Underwood Sundstrand Accounting 
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Head Office: 135 Victoria St., Fs 
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RALPH LOFFMARK, C.A. 


Even though the taxation of “cap- 
ital gains” has received considerable 
publicity in recent years, the subject 
is one that continues to be of special 
interest and, at times, heated contro- 
versy. In his article “Capital Gains 
Re-examined”, Ralph Loffmark re- 
views some of the statutory provisions 
and the judicial concept of income 
and cites a number of interesting 
cases showing the difficulties encount- 
ered in distinguishing non-recurring 
gains as either income or capital 
transactions. 

Mr. Loffmark is an assistant pro- 
fessor of the School of Commerce at 
the University of British Columbia. 
He was admitted to the Bar in 1951 
and shortly thereafter obtained an 
M.B.A. degree from the University of 
Pennsylvania. He received his certi- 
ficate in chartered accountancy in 
1955 after four years with Helliwell, 
Maclachlan & Co. of Vancouver. 


FRANK COPITHORNE, C.A. 


Is it practicable to develop a 
flexible operating budget for a ser- 
vice industry? Some say this is not 
feasible, but Frank Copithorne, in 
his article “A Budget for Saskatche- 
wan Road Transportation”, describes 
the system which has been adopted in 
Saskatchewan with, he claims, con- 
siderable success. He concludes that 
to look on a budget principally as 
a means of cost reduction is to ig- 
nore its points of greatest useful- 





ness, namely that of helping to make 
staff more aware of the values of 
planning and control. 


Mr. Copithorne is general manager 
of the Saskatchewan Transportation 
Company. He is a member of the 
Cabinet Advisory Committee on Nat- 
ural Gas and Chairman of the Sas- 
katchewan Industrial Development 
Fund Committee. He was previously 
comptroller of the Saskatchewan 
Power Corporation, following an eight 
year association as general auditor 
and later control manager with the 
British Columbia Electric Company 
Limited and its subsidiaries in Van- 
couver. 


J. E. SMYTH, C.A. 


The development of national in- 
come statistics has been proceeding 
almost without notice by many prac- 
tising accountants; yet the measure- 
ment of income (at least for busi- 
nesses) is the special concern of ac- 
countants. In his article “The Case 
for Social Accounting” Mr. Smyth at- 
tempts to compare the measurement 
of national income with the measure- 
ment of business income and notes the 
points of similarity and difference ad- 
herent in the approach of each of 
these tasks. He also makes a case 
for greater interest on the part of prac- 
tising accountants in this branch of 
accounting. 

Now associate professor of Com- 
merce at the School of Commerce and 
Administration, Mr. Smyth has been 
associated with Queen’s University, 
Kingston, for the past ten years. He 
has wide experience in the universi- 
ty’s accountancy training program 
and is editor of the Students’ Depart- 
ment of The Canadian Chartered Ac- 
countant. He is the author of several 
publications, including “The Basis of 
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Accounting”, and co-author of a new 
book recently published “Corporation 
Finance in Canada”. 


BR. CLEMENT LOCKQUELL, F.S.C. 


Brother Clement Lockquell was 
prompted to ask the question can 
chartered accountancy truly claim to 
be a liberal profession because close 
study of the functions of the adminis- 
trator revealed to him complexities 
and human problems far beyond his 
original assessment. To function ef- 
ficiently, the administrator must be 
able to appraise the very real and 
pressing problems which arise almost 
daily, says the author of our French 
language article. He must move 
from an overall picture to a particu- 
ular situation and back again and 
keep himself adjusted to the change 
in perspective. He must not expect 





From the range of electric and hand 
Operated machines ‘here is one for 


Toecnites 
BLOCK & ANDERSON 


(CANADA) LIMITED 


6333 Decarie Blvd., Montreal, P.Q. 


the order and logic which exist in ab- 
stract reasoning to be similarly pres- 
ent in the solving of concrete prob- 
lems. The administrator’s rise up the 
executive ladder will be conditioned 
by his ability to alternate between 
the reality of ideas and reality itself. 
The successful business man must 
know with which one he is dealing. 


Brother Lockquell in addition to 
being Assistant Professor of French 
Contemporary Philosophy and Pro- 
fessor of Differential Philosophy at 
Laval University in Quebec City is 
also Dean of the Faculty of Com- 
merce. He is the author of the novel 
“Les Elus que vous Etes” which won 
him the Literary Award of the Prov- 
ince of Quebec. 


Toronto Ottawa 


10 Alcorn Ave. 146 Laurier Ave. 573 Hornby St. 
West 


Vancouver 
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Olivetti 
Divisumma 


The Olivetti fully automatic Printing Cal- 


culator is a fine example of increased effi- 
ciency in modern office machine equipment. 
It is an adding and calculating machine 
combined, and provides a permanent printed 
record of the elements of its calculations as 
well as giving the credit balance. It divides 
automatically and gives faster multiplication 
through the automatic short-cut method - a 
unique Olivetti achievement. So simple to 
use that the operator requires no special 
training. 


Olivetti (Canada) Ltd. 
TORONTO - 237 Yonge Street 
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NOTES AND 


Protesting Taxpayers Often 
Win Appeals 

Of every five taxpayers who put 
down a $15 deposit to file an appeal 
before the Income Tax Appeal Board, 
two had their money refunded when 
they were successful in their appeals, 
according to a review of 1955 tax 
cases by CCH Canadian Limited, a 
publisher of Canadian tax reports. 

The ITAB lists 225 appeals heard 
during the year, with the taxpayer's 
winning in 63 cases. In another 19, 
they managed to get a judgment 
which was partially in their favour. 
Almost 50 appeals were allowed by 
the Minister of National Revenue be- 
fore they came up for hearing by the 
Board. 


CPAs Approve Dropping Date of 
Retained Earnings 

Ten years should usually be long 
enough for a corporation to date its 
retained earnings, or earned surplus, 
following a quasi-reorganization, ac- 
cording to a recent bulletin issued by 
the Accounting Procedure Committee 
of the American Institute of Account- 
ants. 

This situation generally occurs 
when a corporation has eliminated its 
accumulated deficit by a change in 
its capital structure (for example, by 
reducing its paid-in capital or the par 
value of its stock) without undergo- 
ing a formal reorganization. 


COMMENTS 





Necessities of Life Require 
Less Income 

North Americans today spend less: 
of their available income to provide 
the essentials and comforts of daily 
life than they did 20 years ago, said 
Dr. N. H. Engle of the Bureau of 
Business Research, University of 
Washington, in an address to the So- 
ciety of Industrial and Cost Account- 
ants of British Columbia. 

In 1935 the typical American (or 
Canadian) family spent 78% of dis- 
posable personal income on food, 
housing, furniture, clothing, medical 
care, transportation, etc. Today the 
typical family is able to purchase a 
substantially higher standard of liv- 
ing with 61% of disposable personal 
income. “As people have their basic 
wants satisfied, it becomes increasing- 
ly difficult to sell to them,” he said. 
He foresaw a marketing revolution in 
which research would be used to de- 
termine the wants of people and pro- 
duction would be guided in the right 
direction to answer those wants. 


A Step Towards Uniformity 


A sub-committee of the C.IC.A. 
Committee on Cooperation with 
Other Accounting Bodies met repre- 
sentatives of the Society of Industrial 
and Cost Accountants on March 3 
with a view to developing a uniform 
course in the earlier years of instruc- 
tion. Members of this sub-committee 
representing the Canadian Institute 


Continued on page 272 
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self those features that make big work loads 






melt fast—the self-repeating . multiplication 
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Continued from page 270 
are Kris Mapp, D. Fraser Wilson and 
Charles Mackechnie, all of Toronto. 


Annual Conference Coordinators 

At a meeting on February 27 of the 
Annual Conference Program Commit- 
tee, three members were appointed 
to coordinate the technical program 
under the chairmanship of Campbell 
Leach. S. E. V. Smith, partner of 
Price Waterhouse & Co, Toronto, will 
be responsible for the sessions design- 
ed to appeal to accountants in prac- 
tice and G. H. Ward will take care 
of those directed to the small prac- 
titioner. Features aimed at interest- 
ing the industrial accountant will be 
handled by Harry C. Cox, comptrol- 
ler of Distillers Corp. Ltd. 


In Aid of Students 

To assist students in the prepara- 
tion for and writing of examinations, 
the Committee on Education and 
Examinations will publish a_ bro- 
chure in June on the background 
and technique of examination writ- 
ing. Topics will include setting of 
papers by the Board of Examiners- 
in-Chief, proper methods of studying 
under the C.A. course, procedures for 
the final pre-examination review, sug- 
gestions for tackling a paper once it 
confronts the candidate, common 
weaknesses and deficiencies in candi- 
dates’ answers, and meanings of 
standard examination terms. 


Board Meeting 

On April 12, 13 and 14 the Board 
of Examiners-in-Chief will meet at 
Mont Gabriel, Quebec, to prepare the 
drafts of the 1956 examinations. 


In the News 

Guy E. Hovutt, C.A., senior part- 
ner of P. S. Ross & Sons, has been ap- 
pointed financial adviser to the Fow- 
ler Royal Commission on Radio and 
Television Broadcasting. The main 





work of the Commission is to exam- 
ine the ffnancial needs of the CBC 
and to recommend to the govern- 
ment ways of meeting these needs. 
New president of the Public Ac- 
countants Council for the Province of 
Ontario is J. G. Brown, F.C.A. Other 
chartered accountants elected to the 
Council are W. J. Ayers, secretary, 
D. A. Ampleford, C. K. MacGillivray, 
Hamish Macdonald, W. L. McDon- 
ald, W. G. B. Read, and Guy Smith. 


R. B. Dare-Harris, a partner of 
McDonald, Currie & Company was 
recently elected president, the To- 
ronto Branch of the Canadian Red 
Cross Society. 


Federal-Provincial 
Tax Negotiations 

The Canadian Tax Foundation is 
continuing the policy of keeping its 
members informed on tax matters by 
the recent publication of an interim 
report on Federal-Provincial tax ne- 
gotiations. The commentary deals 
with the Government’s reasons for 
launching a discussion on this sub- 
ject some months before any meetings 
need have been held, and it outlines 
and appraises the new proposals. 
This is an important subject for the 
outcome of the negotiations will vital- 
ly affect the welfare of every citizen. 


Practical Office Automation 

A 3 day meeting and equipment ex- 
hibition on the new approach to of- 
fice mechanisation, sponsored by the 
Toronto Chapters of NOMA and the 
Systems and Procedures Association, 
will take place at the Royal York 
Hotel, Toronto, on April 17, 18 and 
19. The speaker at the dinner meet- 
ing on April 18 will be Gordon E. 
Bower of Moore Business Forms who 
will discuss Practical Office Automa- 
tion. Further information may be ob- 
tained from V. R. Frazier, London & 
Lancashire Insurance Company Ltd., 
61 Adelaide Street East, Toronto. 
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Underwood Samas 
punched card equipment 








AROUND-THE-WORLD SHOPPERS CLUB, 
operates on a global scale. Accounting, and the 
correlation of accounting data, therefore 
presented an “enormous problem”. Underwood 
SAMAS equipment solved their problem. 


Mr. Charles Spilka, of the Around-The-World Shoppers 
Club says, “‘Underwood SAMAS equipment provides 
us with an efficient mechanized accounting control 

at low cost. We are very happy to recommend 
‘Underwood SAMAS’ to any Company requiring punched 
card methods for their accounting and statistical work.” 


EVERY BUSINESS CAN NOW AFFORD PUNCHED CARD ACCOUNTING 


Underwood SAMAS punching, sorting and tabulating 
machines provide a triple economy ‘“‘team’’. The machines 
are smaller, so cost less to purchase or rent. The cards 

cost less, and require fewer files and less floor space. 


An Underwood Samas “‘team”’ is efficient, too, performing 
all routine accounting functions, as well as providing 

sales analyses, control and comparison figures .. . 

with maximum speed and accuracy. 






For complete information, phone, write or wire us today. 


SAMAS PUNCHED CARD DIVISION 
AVAILABLE 
Underwood Limited / <= 


PURCHASE 





HEAD OFFICE. 354 VICTORIA STREET. TORONTO, ONT. 
BRANCH OFFICES : MONTREAL, TORONTO, LONDON AND OTTAWA 
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SUMMER SCHOOL FOR ACCOUNTING STUDENTS 
McGILL UNIVERSITY, MONTREAL 
July 3 to July 27, 1956 


This school is intended for students who have been prepar- 
ing for the intermediate and final chartered accountants exam- 
inations by correspondence or otherwise and wish to have an 
opportunity for final revision under experienced university 
teachers. 

Instruction will be in the form of lectures, discussions and 
problem periods. Hours of instruction will be from 10 a.m. to 
12 noon and from 2 to 4 p.m. each day, Monday through Friday. 
Week-ends will be free. The vacation possibilities of the Mon- 
treal area are too well known to need description here. 

The school will be under the direction of Kenneth F. Byrd, 
M.A., B.Sc. (Econ.), C.A., Professor of Accountancy, who will 
be assisted by members of the School of Commerce staff and 
others. 

Students will live in residence on the campus at very moder- 
ate rates. 


For complete information write immediately to the Extension 
Department, Dawson Hall, McGill University, Montreal, P.Q. 
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Capital for Industry 





Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Can- 
adian economy over the past thirty years and has origin- 
ated and participated in numerous representative issues 
of corporate securities. 


Our services are always available without obligation 
to members of the accounting profession 


Gairdner & Company Limited 
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Ssditorial 


LOOKING AHEAD 


THE PROBLEMS of the Canadian accounting profession are not unique. 
Similar situations exist elsewhere and over the years we have learned 
much from watching the solutions attempted by members of the pro- 
fession in other countries. 

One problem which has a high priority in the minds of our 
members concerns the training of students. Is it too strongly 
slanted towards professional practice, in view of the fact that half 
of our students will eventually leave practice to assume positions in 
industry? In considering this, where better could we look for guid- 
ance than to Scotland, a country which gives to education a status 
not elsewhere accorded it; and particularly so, since this same stu- 
dent problem is receiving the careful consideration of the Scottish 
Institute? 

In a recent address, Sir Ian Bolton, president of the Institute 
of Chartered Accountants of Scotland, had the following to say on 
the subject: 

“We are now entering an era when we must grapple with the 
problems of the profession and do all that we can to see that our 
members are equipped to give the fullest possible service in the 
ever widening fields open to professionally qualified accountants. 

“The problem is two-fold. It involves training both for the pro- 
fession itself and for industry. As regards the former, we must ask 
ourselves is the present training sufficient? In our drive to implant 
knowledge into the students, do we produce capable thinking men 
and women — which is what our aim should be, or do we produce 
chartered accountants stuffed with crammed answers who have ‘quali- 
fied’ but cannot apply their knowledge? We must solve this prob- 
lem for ourselves and quickly, for the sake of our clients and the 
future of the profession. : 

“Now as regards industry. Industrialists speak with two voices. 
Most of them try to attract our qualified men into their employment. 
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Unless they were satisfied with our men, presumably they would not 
do this. Possibly they cannot, at the moment, find others equally 
suitable, so that our professional offices tend to become a training 
school for industry. Is this trend a good one? 

“Some industrialists are much more critical. They speak of elec- 
tronics and other new devices and new techniques of auditing and 
preparing figures for day to day use by management. They tell 
us that we accountants are out of date — that industry, although 
bound by legal requirements as regards the auditing of financial 
statements, really requires industrial accountants, expert in their 
chosen trade, who will digest and interpret current figures and trends 
for management, who can then take action on them. These indust- 
rialists go further. They would have us train chartered accountants 
as management consultants, man-managers and the like. If they 
are correct, what new practical training is to go in the syllabus? 

“Our proper attitude is to make certain that our syllabus is con- 
stantly kept up to date in the light of modern conditions. The ob- 
jective should be to produce a man or woman qualified in modern 
accountancy, of balanced personality, of an enquiring and therefore 
receptive mind and capable, on entering industry, of building on the 
foundations we have laid; a man or woman with a background of 
integrity and common sense, ready to acquire the technique of his 
or her new trade, whatever it may be. 

“The practising ‘Master’ must realize where the profession is going 
and may go. He must keep himself up to date and strive even harder 
than before to give his student not only a sound training in the 
subjects of our syllabus and the practice of the profession, but above 
all, an attitude of mind to life. The student must be led to face new 
problems as they arise and to acquire skill and confidence in un- 
ravelling them. Once this attitude of mind has been acquired, it is 
immaterial whether the problems to be faced are those arising in 
professional accountancy or in some complex industry of the future 
bristling with electronic brains and magic computers. It is safe 
to say that in the long run none of them will supplant human judg- 
ment though they may lift its exercise to higher planes.” 

This seems sensible advice and there is nothing in these remarks 
which would not be equally applicable coming from the president of 
any of our Provincial Institutes. 








The Case for Social Accounting 


J. E. SMYTH 


“The preparation and interpretation of over-all 
economic statistics in financial statement form is a 
procedure that has come to be known as social 
accounting.” — Morris A. Copeland in THe Account- 


ING Review, July 1949. 


SOCIAL ACCOUNTING, a_ fascinating 
new extension of accounting, comes, 
in part at least, within the account- 
ant’s terms of reference because of its 
concern with the recording of trans- 
actions, the presentation of financial 
data in statement form, and the mea- 
surement of income: all topics to 
which the professional accountant 
has already given a great deal of 
thought. 

There is, in addition, an argument 
for a wider understanding of the ob- 
jectives of social accounting which 
touches on every-day professional 
practice. If the practising accountant 
is familiar with the meaning of na- 
tional income, gross national product, 
gross national expenditure, consump- 
tion, saving, and investment, he may 
then find the published data on them 
of assistance in interpreting operating 
results to management. Such data 
can be of help in assessing the results 
of an individual firm as against de- 
velopments in the industry and in 
the economy as a whole. 


Concepts Employed in Social 
Accounting 

National income consists of the 
compensation of employees, military 
pay, investment income (including 
profits of companies, interest, and 
rental income of persons), profits of 
farms and profits of unincorporated 
businesses (including independent 
professional practitioners). For the 
four years 1951-1954 the national in- 
come of Canada has been estimated 


as follows: 
1951 $17,138,000,000 
1952 18,326,000,000 
1953 19,156,000,000 
1954 18,774,000,000 


Source of data:National Accounts Income 
and Expenditure 1951-1954 (Dominion 
Bureau of Statistics), page 16. 

Gross national product: “The total 

market value that has been created 

by the productive activity of the 
economy over the period of a year.” 

In discussing the calculation of gross 


1 R. Ruggles: National Income and Income 
Analysis (1949), page 45. 
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national product, S. A. Goldberg, the 
Assistant Dominion Statistician, has 
said, “Our objective is to arrive at a 
complete measurement of the na- 
tion’s output of goods and services, 
without duplication.” The gross na- 
tional product of Canada for the 
years 1951-54 has been estimated as 
follows: 


1951 $21,474,000,000 
1952 23,255,000,000 
1953 24,449,000,000 
1954 24,041,000,000 


Source of data: ibid, page 16. 


Gross national expenditure consists 
of all final sales, plus (or minus) the 
increase (or decrease) in the in- 
ventories of the selling entities. These 
“final sales” may be made to individ- 
uals in Canada (either in the role 
of consumers or of purchasers of dur- 
able assets), to municipal, provincial 
and federal governments, to other 
businesses in the form of fixed assets, 
and to persons and businesses out- 
side the country (exports). 


The sales to persons and businesses 
outside Canada are part of the total 
output of the Canadian economy dur- 
ing the year and are included in gross 
national expenditure, as part of the 
purchasing activity which has taken 
place within the country during the 
year. On the other hand, all imports 
become a part of the final sales or 
additions to inventories which take 
place within Canada; they do not re- 
present a part of Canadian produc- 


2 §. A. Goldberg: “The National Accounts 
—Concepts and Applications”, The Can- 
adian Journal of Agricultural Economics, 
Spring 1954, page 6. 

8 See S. A. Goldberg: “The Development 
of National Accounts in Canada”, The 
Canadian Journal of Economics and 


Political Science, February 1949, pages 
38-39. 
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tion and are deducted from total final 
sales and inventory changes in com- 
puting gross national expenditure.* 


Since all production within the 
country must either be sold or result 
in an increase in inventories, gross 
national product (which measures 
productive input) must be equal to 
gross national expenditure (which 
measures final sales and changes in in- 
ventories). In other words, national 
“input” is equal to national “output”; 
the creation of goods and services is 
equal to the disposition of goods and 
services. This identity provides the 
basis for the national income and pro- 
duct account explained below. 


Production: “The bringing into being 
of new goods and services through 
the transformation of materials, 
labour, capital and other inputs”.* 


Consumption: “Using up the fruits of 
production to satisfy current needs.”® 


Investment: “Diverting part of the 
fruits of production to provide for 
future needs.”° 

Saving: Saving is the opposite of con- 
sumption, not the opposite of spend- 
ing. “When a person saves, he uses 
a part of his income to make an ad- 
dition to his assets; he is still saving 
whatever form the additional assets 
take. Thus one possible way for a 
person to save would be by purchas- 
ing new equipment directly, and add- 
ing it to the assets in his possession 
at the end of the year.”’ 

Sectors: Areas of similar operation 


4 §. A. Goldberg: “The National Accounts 
— Concepts and Applications”, Canadian 
Journal of Agricultural Economics, 
Spring 1954, page 3. 

5 ibid, page 3. 

6 ibid, page 3. 

7 J. R. Hicks: The Social Framework, page 
109. 
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within the economy. Thus we may 
speak of the “business sector” the 
“personal sector” (individuals and 
households) and the “government 
sector”. In turn, the business sector 
may be broken down into separate 
sectors for each of financial instit- 
utions, manufacturing _ businesses, 
wholesale and retail businesses, and 
transportation concerns. 


Types of Financial Statements 


The end-products of social ac- 
counting to date have been four 
types of financial statements. These 
are, briefly, 

1. The national income and product 
account (described below). 

2. Statements of sources and appli- 
cations of funds for various “sec- 
tors” of the economy (e.g. per- 
sons; manufacturing; utilities; 
transportation; wholesale and re- 
tail; financial institutions; and 
government). 

8. The balance of payments state- 
ment, disclosing transactions with 
the rest of the world. 

4. Input-output tables, which §at- 
tempt to show both the industries 
producing goods and services and 
the industries purchasing them. 
Thus while we have a national in- 

come statement, (item 1 above), we 
have not yet a national balance 
sheet, though it is recognized that the 
two statements are complementary in 
an accounting sense. The national 
balance sheet has been delayed be- 
cause of the present inadequacy of 
statistical material and unresolved 
problems about “valuing” the na- 
tional assets. 


The National Income and Product 
Account 

This account may be presented 
with two equal sides which are re- 
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miniscent of the debit and credit 
sides of the familiar profit and loss 
account, as shown at the top of the 
next page. 


The analogy between the national 
income and product account, above, 
and a profit and loss account in the 
general ledger of an individual firm 
may be brought out by noting that in 
each case the left hand side of the 
account records, in general, costs (in- 
cluding profits, as the cost of risk- 
taking and “entrepreneurship” ); the 
right hand side, sales. 


Two modifications are, however, 
introduced into the national income 
and product account. In the first 
place we are interested in total pro- 
duction rather than sales alone, and 
so the change in inventories is, in ef- 
fect, transposed from the left hand 
to the right hand side of the account. 
In the profit and loss account for a 
firm, an increase in inventories acts 
as a reduction of costs of manufac- 
turing in computing cost of goods 
sold as shown on the debit side of 
the account; in the national income 
and product account, an increase in 
inventories is treated as an addition 
to sales to show total production on 
the credit side. 

A second modification is that pur- 
chases of materials do not appear on 
the debit side of the national income 
and product account. By the same 
token, the sales which appear on the 
credit side of the account are sales 
to ultimate consumers only — not 
sales from one business to another. 
The reason is that, in measuring gross 
national product and gross national 
expenditure we are concerned with 
the aggregate of goods and services 
becoming available during the year 
for final use and we should be count- 
ing the same goods more than once 
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CANADA 


NATIONAL INCOME AND PRODUCT ACCOUNT 
for the year ended December 31, 1954 
(in millions of dollars) 


Gross National Product 
Wages, salaries and supplementary 


labour income .............. $11,989 
Military pay and allowances .... 367 
Investment income ....... 3,715 
Net income of unincorporated 
business: 
ee ena ne ae 1,058 


1,645 


Other unincorporated business 


Net national income at factor cost . $18,774 


Indirect taxes less subsidies 2,914 
Depreciation allowances and 

similar business costs ........ 2511 
Residual error of estimate..... (158) 


Gross national product ....$24,041 





Source of data: 
Bureau of Statistics), page 16. 


Gross National Expenditure 
Personal expenditure on consumer 


goods and services .......... $15,676 
Government expenditure on 

goods and services .......... 4,361 
Gross domestic investment: 

New residential construction... 1,166 


New non-residential construction 1,676 

Change in inventories ...... (280) 

New machinery and equipment 1,711 
Exports of goods and services.... 5,136 
Deduct imports of goods and 

ONAN ot oa hone hehe ek (5,562) 
Residual error of estimate 157 


Gross national expenditure . . $24,041 





National Accounts Income and Expenditure 1951-1954 (Dominion 
The data are not presented in the form of an 


account, as above, but in two separate tables, one for gross national product and one 


for gross national expenditure. 


(at various stages of production) if 
we were to include purchases and 
sales of materials and services by 
one firm to another. Thus inter-firm 
purchases and sales are eliminated in 
preparing the national income and 
product account; the only purchases 
of materials which are not eliminated 
are purchases from outside the coun- 
try (imports) and these appear as a 
deduction on the right hand side of 
the account, instead of as a cost on 
the left hand side. 


The above account is designed to 
show: (i) the total final goods and 
services produced within the country 
during the year; (ii) the contribu- 
tions of the various factors of produc- 
tion to the total output of the coun- 
try; and (iii) .the disposition of the 
gross national product in the way of 
sales to consumers, to government, 


inventory increases, and fixed asset 
increases. 

In practice, the data of the nation- 
al income and product account are 
supplemented by subsidiary _ state- 
ments for different sectors of the 
economy, so that publication of the 
account is accompanied by separate 
statements in the form of a “Business 
Operating Account”, a “Government 
Revenue and Expenditures Account”, 
a “Personal Income and Expenditures 
Account”, and a “Non-Residents Rev- 
enue and Expenditures Account”, 
(showing Canadian imports and ex- 
ports). In addition, there are also 
published an “Investment Income 
Appropriation Account” (showing 
sources and dispositions of invest- 
ment income) and a “National Sav- 
ing and Investment Account” (illus- 
trating the equality between total 
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saving in the economy and total in- 
vestment). 


The Uses of the National Accounts 


For some, it may be sufficient to 
say that the information contained 
in the national accounts is of general 
interest to the ordinary citizen; al- 
though this is certainly not the only 
argument. The national accounts are 
also of use in formulating the eco- 
nomic policies of the government. A 
first approach to handling economic 
problems such as depressions or in- 
flation is to know more about what 
is going on. With the national ac- 
counts we have at once a “statistical 
picture of the nation’s economic 
achievements” and a means of study- 
ing economic behaviour.’ The ap- 
plication of the national accounts in 
assisting in the formulation of gov- 
ernment policy in the United States 
has been summed up as follows: 

“Today, a very high proportion of 
all economic analysis is done within 
the framework of the national in- 
come and product accounts, though 
for many purposes additional data 
are also needed. We look to the 
breakdown of product to see the ex- 
tent to which a boom in output re- 
flects a rise in consumers’ expendi- 
tures as compared, say, with busi- 
ness inventory accumulation; to ap- 
praise the relationships between the 
detailed items of consumers’ expen- 
ditures and total business activity; to 
analyze the part that exports play; to 
determine whether the share of our 
current output going into capital for- 
mation is smaller or larger than in 
past periods; and to study the long- 


8 See S. A. Goldberg: “The National Ac- 
counts — Whither Now?”, a paper given 
at the meetings of the Canadian Political 
Science Association, June 1955. 
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term and short-term trends in Gov- 
ernment share of total output... . 
The personal income and expendi- 
tures account, which also shows per- 
sonal saving, tells us whether people 
are spending a higher or lower pro- 
portion of their income than normal- 
ly; the breakdown of personal saving 
into components is necessary for an- 
alyzing the role of individuals in the 
capital markets, the success of Gov- 
ernment bond drives, the effect of 
Social Security programs on private 
insurance, or the effectiveness of 
credit regulation.”° 

Another possible use for the na- 
tional accounts lies, as noted pre- 
viously, in their use in interpreting 
the operating results of individual 
businesses. In addition, they are of 
use in budgeting and in forecasting 
the market situation, and some large 
firms and marketing research orga- 
nizations now use the national ac- 
counts as a framework for forecast- 
ing. It is probably true to say that 
they have not yet gained a wide us- 
age along these lines, but there are 
hopeful signs in the recent experience 
of the Dominion Bureau of Statistics: 


“The number of requests received 
by the Bureau regarding materials on 
the National Accounts from corpora- 
tions, financial houses, trade associa- 
tions, labour groups and others testi- 
fies to the growing use that is being 
made of the National Accounts in 
the business world for studying eco- 
nomic trends and analyzing business 
problems. The usefulness of the 
data for many specific purposes such 
as the study of markets, the relative 
importanee of particular industries or 
groups of commodities in the econ- 


® Irwin Friend: “Financial Statements for 
the Economy”, The Accounting Review, 
July 1949, page 243. 
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omy as a whole, regional variations 
in income, and so on, is generally 
recognized. With a set of accounts 
to guide him the executive is able 
to visualize more clearly the complex 
processes which take place in the 
economy and their inter-relation- 
ships.”?° 


The Place of Social Accounting 
in Accounting Instruction 

It is, finally, the writer’s conten- 
tion that some study of the national 
accounts deserves a place in account- 
ing instruction — not perhaps as a 
whole subject or course in itself but 
as an additional topic for considera- 
tion in one of the more senior years 
of instruction. For example, the 
topic may be introduced neatly after 
consolidations, as an extension of 
that technique. 

It is always a stimulating exercise 
to consider what changes in think- 
ing are necessitated by switching at- 
tention from the single firm to the 
whole of an industry, or to the whole 
economy. The philosophy of Ac- 
counting, as the subject is presently 
taught, is dominated by the outlook 
of the single firm and the individual 
businessman. There is nothing wrong 
with such an emphasis, of course, but 
it is at least useful to realize that it 
exists. For example, some of the 
things which the accountant calls “as- 
sets” are assets from the point of view 
of the individual person or business, 
but they are not assets from the point 
of view of the economy as a whole. 
A consideration of what a national 
balance sheet would look like will 
show that many “assets” which derive 
their value from their enforceability 
against other businesses or financial 


10§. A. Goldberg: “The National Accounts 
— Whither Now?” ibid. 
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institutions (e.g. money, accounts re- 
ceivable, bonds and shares) cancel 
out in the consolidation when deter- 
mining the assets of the country as a 
whole: only the so-called “real” as- 
sets (inventories and fixed assets) 
and net claims against foreigners sur- 
vive. 

Another point which can be made 
is that the operating results of an 
individual business are to be explain- 
ed both by forces operating within 
the business (internal factors) and 
forces operating outside the business 
in the industry or the economy as a 
whole (external forces). The tech- 
niques of accounting as developed 
for the individual firm, including cost 
accounting, are primarily concerned 
with the operation of the internal 
factors; for the significance of the 


external forces we must turn to so- 


cial accounting. 

One further point: the techniques 
of social accounting, as has,,,heen 
mentioned, lend themselves to the 
formulation of economic policy and 
the direction of the economy by gov- 
ernment. The philosophy of busi- 
ness accounting (and of accountants ) 
may, or may not, be in agreement 
with such developments; in either 
case, it is well to know something 
about the subject. 


The Need for Participation 
by Accountants 

The following quotations taken 
from a number of articles on the sub- 
ject of social accounting will serve to 
emphasize the desirability that ac- 
countants should take a greater in- 
terest in this field: 

“It is one of the inevitable accom- 
paniments of the rapid growth of 
accounting that neither teachers nor 
practitioners have had the leisure to 
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examine critically the uses to which 
the products of their art have been 
devoted.” 

“I have already pointed out the de- 
pendence of systems of national ac- 
counts on accounting concepts. Ac- 
counting data in turn — such as net 
sales, cost of goods sold, profits after 
taxes, dividend payments, capital ex- 
penditures, and balance sheet items 
— are basic to the actual estimates.”!* 


“Two alternatives are apparent; 
either we can educate the public to 
understand what is done, or we can 
try to do it in a way that is already 
somewhat familiar to the public, es- 
pecially if that way will lead us to a 
more useful result. The second al- 
ternative is the one here advocated; 
national accounts should be set up 
and the national report rendered in 
a way that as nearly as possible 
parallels business accounting and re- 
porting. Millions of businessmen, 
m.! ~ of stockholders and millions 
of students are familiar with business 
accounting and reports, and _ the 
trend is strongly toward increasing 
that knowledge, especially in this day 
of an all-pervasive income tax.”!* 

“It seems fair to say that account- 
ants have not contributed much to 
social accounting thus far. But their 
help is urgently needed.”™* 

“To date this work has progressed 
almost entirely without participation 
from accountants. This lack of par- 


11 —. L. Kohler: “Accounting Concepts and 
National Income”, The Accounting Re- 
view, January 1952, page 50. 

12Trwin Friend: “Financial statements for 
the Economy”, The Accounting Review, 
July 1949, page 247. 


13 P, Kircher: “Accounting Entries and 


National Accounts”, The Accounting Re- 
view, April 1953, page 192. 
14 Morris A. Copeland: “Social Accounting 
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ticipation has, I think, been unfortu- 
nate. Accounting participation might 
have served to accelerate certain de- 
velopments. It should not have 
taken so long to realize, as Hagen 
notes, ‘that national income measure- 
ment is best thought of as double 
entry bookkeeping’ . . . . a perception 
that at once made clear ‘the exact re- 
lationship between income and out- 
put’. Moreover, the process of an- 
alysis has not been carried through 
to its ultimate conclusion. It is par- 
ticularly deficient on the balance- 
sheet, and especially the equity, 
side.” 


“The measurement of national 
wealth has still to be adequately 
superimposed upon this structure. 
Nevertheless, the problem has been 
posed and national balance sheets are 
both academically and administra- 
tively very much in the forefront of 
social accounting research. This 
rounding off in national accounting 
technique must surely bring it home 
to professional accountants that the 
pattern of social accounts is not dis- 
similar to the form of those financial 
accounts which constitute the fa- 
miliar part of their own experience. 
And so, at long last, the appurten- 
ances of the practical accountant are 
seen to converge upon the techniques 
of the applied economist.”"* 


“There is a widespread recognition 
of the advantages of an accounting 


for Moneyflows”, The Accounting Re- 
view, July 1949, page 264. 

15. W. W. Cooper: “Social Accounting: An 
Invitation to the Accounting Profession”, 
The Accounting Review, July 1949, 
page 234, 

16 F, S, Bray: “Design for the Accounts of 
Society”, Accounting Research, January 
1952, page 16. 
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approach and an accounting form of 
presentation. Less generally recog- 
nized is the advantage of gaining the 
cooperation of the professional ac- 
countant in a field which has hitherto 
been the preserve of the economist 
and statistician.”*” 

“Scientific accounting has now 
been developing for some 50 years, 
but I cannot trace that it has yet 
made a single substantial contribu- 
tion to economic science over its own 
field of analysis of the results of in- 


17R, Stone in Lessons of the British War 
Economy (D. N. Chester editor) quoted 
by F. S. Bray, ibid. 
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dustry, although it has practically a 
monopoly grip of the required da- 
> 

The techniques of social account- 


ing are still relatively new — the 
period since the last war has seen 
much of their development — and 


the amount of work to be done in 
this field will almost inevitably ex- 
pand. It remains to be decided, how- 
ever, whether the accountant will 
play any important part in the de- 
velopment of social accounting. 


Problems in Finance and Government 
(London, 1924), page 16; quoted by 
C. A. Ashley, Corporation Finance, page 


18 Sir Josiah Stamp: Studies in Current 220. 


A Brighter Future for Atlantic Provinces 


Ir 1s No secret that the Maritime Provinces have long been regarded as the 
Cinderella of Confederation — a Cinderella, moreover, to whom no glass 
slipper has yet brought emancipation from its disabilities. It is now recog- 
nized by the Provinces of the Atlantic Seaboard, however, that their com- 
mon problems can best be attacked by joint action. This has led to the 
first experiment in this country in extensive co-operation on a regional basis. 
The experiment is being conducted by the newly-organized Atlantic Prov- 
inces Economic Council (APEC), fashioned along the lines of a similar 
council successfully conducted by the neighbouring New England States for 
many years. The Council is not government sponsored, but it has the ap- 
proval and blessing of the governments of the provinces concerned. 

Committees have been established covering agriculture, electric power, 
tourism, trade and membership. The prime aim of the Agricultural Com- 
mittee is to increase the proportion of food requirements supplied locally 
by the adoption of a long-term production program based on foreseeable 
market demand, rather than on one influenced by temporary conditions. 
The Electric Power Committee is primarily interested in reducing the cost 
of power in the Maritimes and in making more efficient use of existing 
resources. The Tourist Committee has the task of co-ordinating the efforts 
of many groups interested in this industry; the carrying out of a re- 
search program on a regional basis and integrated promotional activities 
are under consideration. 

The scope of the Council’s endeavours may eventually be enlarged 
beyond that now covered by existing committees, and the great need for 
providing new capital is regarded as likely to become an important part of 
its efforts. 


— Canadian Bank of Commerce Commercial Letter, Feb. 1956. 











A Budget for Saskatchewan 
Road Transportation 


F. G. COPITHORNE 





IN ITs EARLY days, the present Sas- 
katchewan Government became 
aware that the main centres of popu- 
lation were reasonably close to being 
adequately served with transporta- 
tion but that about half of the popu- 
lation — which was thinly scattered 
over 150,000 square miles comprising 
the settled part of the Province — 
could never hope to get adequate bus 
transportation from private operators. 
Therefore, in the spring of 1946, it 
set up a Crown company under the 
name of Saskatchewan Transporta- 
tion Company. 


This company now operates six 
“commercial” routes between the 
principal cities and a far flung net- 
work of public service routes serving 
the outlying areas. 


Extent of Operations 


Saskatchewan Transportation Com- 
pany has grown from two buses op- 
erating a total of 4,868 miles in 
March, 1946, to about 60 buses op- 
erating over 3,000,000 miles a year 
in the scheduled service and more 
than 100,000 miles in chartered ser- 
vice. In the most recent year they 
carried 531,782 passengers — a total 
of 39,383,376 miles. 


In addition to its regular services, 
the company operates three “Ex- 
press” services. These are through 
services, with no scheduled stops, put 
on by the company in an effort to 
gain traffic from the private automo- 
bile. Only the newest luxury equip- 
ment is used on them and the passen- 
gers reserve individual seats on each 
bus. Every passenger receives a free 
daily newspaper with the compli- 
ments of the company. 


This company has recently intro- 
duced another innovation, that of 
credit cards for the use of its regular 
patrons. These credit cards are used 
much as gasoline credit cards. The 
intending rider presents his card to 
the ticket sales clerk who fills out a 
requisition form which the patron 
then signs. A bill is sent to the pat- 
ron at the end of each month for cost 
of all travel during that month. As 
far as is known, S.T.C. is the first 
bus company anywhere to try out the 
credit card system. 

Another “first” for this company is 
the extension of these credit cards for 
the hire of U-drive cars. The prin- 
cipal centres of the population in 
Saskatchewan are 100 to 200 miles 
apart and there are many cases where 
businessmen and others would glad- 
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ly use the deluxe bus service provid- 
ed but for the fact that they need 
automobiles at their destination for 
business purposes. Now, all that 
they have to do is to send in their 
credit cards to S.T.C. for validation 
and then they can use them for hir- 
ing U-drive cars at their destination. 

As well as a bus service, the Sas- 
katchewan Transportation Company 
operates a freight transport service 
on a public service basis from Prince 
Albert northward. In addition, a 
“Cat Swing” is operated to the more 
remote parts in the far north of the 
Province “packing in” supplies to 
Hudson’s Bay Company and Saskat- 
chewan Government trading posts 
and to other traders for the use of 
trappers and prospectors, and bring- 
ing out furs. 


Structural Reorganization 

During the past year the internal 
structure of S.T.C. has been reorgan- 
ized and it has now a streamlined 
organization on the most modern 
lines. There are three main depart- 
ments — operations, sales and office. 
The institution of a sales depart- 
ment in a bus business was, when 
it was planned, unique among bus 
companies. This lead has now been 
copied by some of the largest bus 
companies on the continent. 

In the reorganization three prin- 

cipal objectives were kept in mind: 

(1) The formation of a sales de- 
partment. 

(2) A clear definition of responsi- 
bility and authority. 

(3) The necessity for better con- 
trol of operations through an 
operating budget. 

In regard to the first objective, 

there had not previously been recog- 
nition of the sales function as such. 


There had been “ticket agents to 
sell the public the tickets they asked 
for and take the requisite amount of 
money in payment. The members 
of the new sales department were 
told that their duty was to “make 
twice as many people want to go 
twice as far, twice as often”. 


As for the second objective, there 
was a need for a clear definition of 
authority and responsibility if there 
was to be an effective operation. 
There was also a need for some de- 
lineation of functions. For example, 
the maintenance superintendent at 
Regina had technical supervision 
over the quality and type of work 
being done in outlying garages, al- 
though the foremen of those garages 
were responsible to the local superin- 
tendents. Similarly there was need 
to define the responsibility for tech- 
nical supervision from head office of 
the efforts of the ticket office staffs 
in areas at outlying depots who re- 
ported to the local superintendent 
also. 

Thirdly, it was deemed desirable to 
institute a flexible operating budget, 
the installing of which merits a de- 
tailed description. 


Preparation of a Budget 

In making up this budget it had to 
be kept in mind all the time that the 
operations of this company differ 
from those of most other bus com- 
panies to an outstanding degree in 
two ways: 

(1) Revenue in the high month 
of the year has been as much as five 
times as great as that in the low 
month, compared with a normal vari- 
ation in other areas of just one and 
one-half times as great. 

(2) Traffic on week-ends runs as 
high as three times that in mid-week. 
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whereas many companies find the 
week-end is their low point. 

In order to take the first point into 
account, it was decided to make up 
twelve budgets and then add them 
together for the year’s budget. From 
the second point, it will be seen that 
a substantial part of the equipment 
and organization which must be pro- 
vided lies idle the greater part of its 
time. 

In preparing the budget it was de- 
cided that accounts would be divided 
into three classifications: fixed, such 
as depreciation of depots, manage- 
ment salaries, etc.; variable, such as 
fuel for the buses and drivers’ wages; 
and mixed. 

The year’s depreciation on build- 
ings and equipment, other than 
buses, and the total amount of man- 
agement’s salaries and other items 
were calculated and spread evenly 
over the 12 months. Perhaps we 
should have allocated the cost of 
keeping facilities available — such as 
depots and garages — to the differ- 
ent months in varying amounts so 
that the facilities held available for 
peak loads and peak months would 
be more nearly correctly charged 
against those months’ respective op- 
erations. 

Depreciation on buses was put in 
the category of variable expenses and 
budgeted for month by month on the 
basis of the expected revenue miles. 

Variable expenses were primarily 
based on an estimate of revenue 
miles, month by month, prepared by 
the operations department. They 
prepared this using their knowledge 
of the planned schedules and their 
experience with “overloads” (second 
and third sections, etc.) during peak 
periods. 

From this table of estimated miles 


to be operated on every route and to- 
talled for each month of the year, 
the operations department laid the 
plans as to what type of equipment 
it would use and, from that, estimat- 
ed the mileage to be put on by each 
type of equipment month by month. 
In doing this, they had to consider 
also how many of each type would 
be placed at each despatching point 
for the year, taking into account such 
questions as the kind of service to be 
provided. 

Standard allowances were then cal- 
culated for each account each month. 
These were based on actual price 
levels for the preceding period in the 
case of both materials and wages, ad- 
justed for known variations. The 
principal variations are changes in 
the contract prices for gasoline, oil 
and tires, and changes in the wage 
rates in the union agreement. These 
allowances were broken down as fine 
as was found practicable, trying at 
all times to finish with a group of ac- 
counts and a monthly expense allow- 
ance corresponding as closely as pos- 
sible to a given person’s responsibili- 


ty. 


An Illustration 


To illustrate: the accounts for 
which the operations superintendents 
are held responsible are in three 
groups: 

(1) Transportation / Operations 
(2) Equipment maintenance and 
garage expense 
(3) Station expenses. 
The first group, Transportation / 


Operations, includes the accounts: 
Engine fuel, engine oil 
Drivers’ wages 
Supervision of transportation — sal- 
aries 
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Miscellaneous transportation _ sal- 
aries 

Supervisors’ travelling and other 
expenses 


Drivers’ rooms 

Drivers’ expense allowances 
Road expenses 

Ferry and entrance tolls 
Purchased transportation 
Other transportation expense. 


The first six of these are self-ex- 
planatory. The seventh, “drivers’ 
rooms”, is the cost of room rent paid 
by the company for drivers when 
their operating schedule requires 
them to spend the night away from 
their home point. Likewise, “driv- 
ers’ allowances” is the cost of ex- 
pense allowances to drivers for meals, 
etc., when away from home on char- 
tered or other trips. “Road expenses” 
include towing charges when the 
buses get stuck in snow or mud. “Pur- 
chased transportation” includes the 
cost of transportation by rail, taxi or 
otherwise, provided for persons bear- 
ing S.T.C. tickets when it is impos- 
sible for any reason to carry them 
on S.T.C. buses. It also includes the 
cost of taxis or other equipment hired 
to carry small overloads. 


The title of the second group 
“Equipment maintenance and garage 
expense” is self-explanatory. 

“Station expenses” covers the cost 
of operating the company’s depots, 
commissions paid to the operators of 
about 300 agencies scattered through- 
out the company’s system, and com- 
missions paid to other bus companies 
for that portion of tickets sold by 
them which are used over S.T.C. 
lines. 

The remainder of the expense bud- 
get is computed in the same fashion 
and tabulated month by month to 
get the year’s budget. 





THE CANADIAN CHARTERED ACCOUNTANT, APRIL, 1956 


Revenues and the Weather 


On plotting the fare revenues of 
the company month by month for a 
number of years past a clear, typical, 
seasonable pattern can immediate- 
ly be seen and it is found upon 
study that almost every material de- 
viation throughout the company’s 
history can be readily identified with 
variations from normal weather con- 
ditions as reported by the Depart- 
ment of Transport Meteorological Of- 
fice. 


It is then necessary to make a pre- 
diction as to what will be the 
weather conditions for the ensuing 
financial year and here the path pur- 
sued is one of “cautious optimism”. 
A level of revenues, month by month, 
has been assumed which is some- 
where in that region “better than the 
worst but not as good as the best”. 
It should be pointed out that it is not 
possible, in a service industry such as 
transportation, to sell goods or with- 
hold them from the market, accord- 
ing to the market conditions of the 
moment. Once a schedule has been 
set the bus must be run if physically 
possible, regardless of whether it is 
full or empty. This is one of the rea- 
sons why so many claim that it is im- 
possible to operate budgetary control 
in a service industry. 

In addition to fare revenues, there 
is, of course, a substantial revenue 
from charters, parcel express, mail, 
newspapers, baggage, commissions 
earned from other companies and 
from such concessions as depot 
lunches. These are estimated on the 
basis of past experience, adjusted for 
known or expected variations. 


Application of the Budget 


The next step is the actual appli- 
cation of the budget. 


' 
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Each month, immediately the num- 
ber of bus miles travelled in the pre- 
vious month is known, a revised bud- 
get is computed using actual bus 
miles, rather than forecast miles, to 
arrive at the “expense allowances” 
for the month. Then in such ac- 
counts as gas and oil, drivers’ wages 
and others, keyed directly to the 
number of miles run, the adjusted 
budget against which the actual ex- 
penses for the month are matched is 
a realistic and reasonable figure; that 
is, if the cost estimates per mile are 
reasonable. Those comparisons of 
actual expenses against current al- 
lowances are then given to depart- 
ment heads for analysis and explana- 
tion of the variances. They, in turn, 
go down the line in their depart- 
ments to try to account for the 
variances. This information is set up 
in exhibit A shown below with unfa- 
vourable variances designated by an 
asterisk. (In this exhibit imaginary 
figures are used for illustration pur- 
poses.) The major changes in the fi- 
nancial results for the month are re- 
stated in exhibit B and the informa- 
tion is again summarized in exhibit C. 


This operating budget has not yet 
been in use very long (this is the 
first year) and notes are being made 
of lessons learned to apply to the 
preparation of next year’s budget. 
Some of these are: 

When the next year’s budget is 
compiled the monthly allowance for 
maintenance and repairs to buses 
will be calculated by adding together 
two allowances. One is based on the 
miles run to cover routine servicing 
and maintenance of the buses act- 
ually in service, and the other is a 
lump sum allowance for pre-planned 
major overhaul jobs. 

In a system such as this, all pos- 


sible overhauls and all foreseeable re- 
pairs must be done at slack times so 
as to have the vehicles free for ser- 
vice to some extent, in inverse ratio to 
the miles run in a given month. From 
this it will be seen that a current al- 
lowance based upon the number of 
miles run is far from being a fair 
criterion to apply to the month’s act- 
ual expenses in this department. 


The other needed correction to the 
method used this year has already 
been hinted at. Some method should 
be devised to charge the peak periods 
with the considerable cost of pro- 
viding equipment and other facili- 
ties to carry the peak loads and not 
unduly saddle the slack months with 
a cost attributable to the other 
periods. 

Uses of the Budget 

Operating budgets are usually re- 
garded in one of three ways: 

1. Operations control 

2. Cost control 

8. Cost reduction. 

The Saskatchewan Transportation 
Company looks on its operating bud- 
get first as a method of operations 
control. “Do department heads lay 
logical plans and then analyze varia- 
tions from these plans, as a guide to 
future action?” is one of the ques- 
tions asked. 

Secondly, the budget is a means of 
cost control. “Were the costs and 
the revenues just about what was ex- 
pected?” If not, what was the cause? 
Should costs be greater, to give opti- 
mum results, or less? 


To be most useful a budget has to 
be realistic. It is good to see just 
about as many favourable as unfa- 
vourable variances at month ends. 
Then the department heads and their 
staffs know that they can make a 
good showing and react accordingly. 
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Exhibit “A” 
SASKATCHEWAN TRANSPORTATION COMPANY } 
Cost AND VARIANCE STATEMENT | 








TRANSPORTATION 
MONTH OF MAY, 1955 YEAR TO DATE 
Current 
Allowance Actual Variance Account Actual Variance 
Labor: \ 
12,690 12,430 260 Drivers’ Wages 122,390 760 
2,250 2,250 — Superv. Salaries 15,878 210 
895 400 5° Misc. Transp. Sal. 2725 i" 
Expense: 
3,316 3,061 255 Diesel Fuel 20,037 375 
3,629 3,617 12 Gasoline 52,162 159° 
345 249 96 Engine Oil 2,936 155 
230 360 130° Superv. Transp. Travel 2,229 314° 
650 644 6 Drivers’ Rooms 4,669 15 
175 99 76 Drivers’ Expenses 896 183 
75 163 88° Road Expenses 690 148° i 
4 — 4 Ferry & Entrance Tolls _ 8 
_ _ _ Bus Supplies 13 11° 
70 220 150° Purchased Transport. 1,400 1,210° } 
40 7 23 Other Expense 183 43° 
23,869 23,510 359 226,208 194° 
Exhibit “B” 
SASKATCHEWAN TRANSPORTATION COMPANY 
ANALYSIS OF VARIATIONS, May, 1955 
Budgeted Profit oe PAC Ge PR Be Saat aA Sb Te $32,450 | 
Add: 
I 5.500 SM na ph apex Gain poe AN Ka a KER $15,175 
Less: Increase in expense allowances .................... 1,519 13,656 
Adjusted Budgeted Profit . . ne ee Pres oie ead oe $46,106 
Add: 
Favourable variance in expenditures — as below ..................... 289 
Actual Profit ....... SET re eR a ee EI 
a6 PrincipAL ITEMS COMPRISING 
FAVOURABLE VARIANCE IN EXPENDITURES 
CMON MU 5s ayy. a 5.9/5 9 HRs Sys WSs dala whe d ae dae bars $260 4 
Diesel fuel consumption low .....................0.0020005. Seile ae tias 255 
Binoine Gil-usage tow .. 6... sees. ee eee een eae 96 
Maintenance supervisor visit to factory ........................... Ph: ae 
Purchased transportation ................ Pee Neen a Nees aunties ost ctnig ices » 350° 
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Exhibit “C” 


SASKATCHEWAN TRANSPORTATION COMPANY 


STATEMENT OF Bus OPERATIONS 
May, 1955 


REVENUE: 
Fares ied sant 
Charters Br Bet a8 a fe 
PN SSG ot es oa 
Mail rietic thes 
Papers st cctahde, Oak toes 


Baggage ee 
Commission Earned 
Miscellaneous 


EXPENSES: 


Maintenance of Equipment 


MERHODOMMOUR 6.04 os eae dn 


Insurance & Safety 
Depreciation 


Licences G@ Taxes ......6.64% 


Operating Rents 
Station Expense 
Sales Department 
General & Admin. 


OPERATING PROFIT OR LOSS . 


Budget 
110,000 
4,000 
5,500 
600 
1,500 
700 
2,300 
4,800 


119,400 


5,000 
12,000 
3,100 
100 
8,000 
8,000 
5,000 


86,950 


32,450 





Adjusted 
Budget 
23,000 
23,869 
5,100 
12,100 
3,100 
100 
8,000 
8,000 
5,000 


88,469 








30,9 


31 


Actual 
113,000 
6,400 
4,725 
625 
1,400 
725 
1,700 
6,000 


Actual 


23,100 
23,510 
5,200 
11,850 
3,150 
70 
8,200 
7,600 
5,500 


88,180 


46,395 


Variance 
13,000 
2,400 

tio” 
25 

100° 
25 

600° 
1,200 


15,175 


Variance 


100 
359 
100° 
250 
50° 
30 
200° 
400 
500° 





Taxes and Canada’s Economic 
Troubles 


A study prepared for the Gordon Commission on Canada’s 
Economic Prospects by some of the partners and associates of 
Clarkson, Gordon & Tompany 


Last July the Gordon Commission 
on Canada’s Economic Prospects ask- 
ed for a study of the tax rates and 
policies which may have influenced 
investment in Canadian industry. 
Here is a digest of the brief which 
was prepared for the einen as 
a public service. 


Tue course of world affairs since the 
end of the war has brought into play 
certain very important influences, 
economic, political and financial, 
which have had a great deal to do 
with the rapid growth of foreign in- 
vestment in Canada. While it would 
be wrong to assert that tax considera- 
tions were primarily responsible for 
this growth, it is undoubtedly true 
that in two ways at least taxation has 
played a considerable part in shaping 
the pattern which has developed. 
Most of the recent increase in 
foreign investment in Canada _ has 
come from the United States and it is 
evident that the taxation system in 
that country, particularly since 1950, 
has provided strong incentives to the 
investment of capital in other coun- 
tries. In particular, the excess profits 
tax re-enacted in 1950 and in force 
until 1953 brought about a situation 
where profits otherwise taxable at 
rates as high as 82% could be used to 


blot up preliminary losses resulting 
from development of new businesses. 
In the case of the petroleum indus- 
try in particular, a good deal of such 
money found its way into Canada. 

The second important influence 
has been the impact of our tax sys- 
tem upon the owners of Canadian 
businesses, rendering it difficult in 
many cases for them to retain con- 
trol. While certain aspects of our tax 
structure provide incentives to invest- 
ment in equities, the perennial prob- 
lem of the joint impact of income tax 
and succession duty continues to pro- 
vide a strong incentive to owners of 
small and medium-sized businesses to 
part with their investment in old age 
or when death occurs. Attempted 
remedies have all been designed to 
modify the income tax part of the 
problem, by making it easier or 
cheaper to withdraw funds to meet 
succession duties: nothing has yet 
been attempted, however, to relieve 
the financial crisis caused by the suc- 
cession duties themselves. 

We in Canada can obviously do 
nothing to control the incentives 
which other countries offer their citi- 
zens, and the suggestion that we 
should grant our taxpayers identical 
treatment is not completely practic- 
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able. The taxation systems of Can- 
ada, Great Britain and the United 
States have important and fundamen- 
tal differences from one another. 
However, it is possible to amend 
our own tax structure in a number of 
respects, so as both to improve some- 
what the lot of the Canadian owner 
of a business, and also to direct or 
influence the form of non-resident 
investment in this country. 

With these objectives in view 
some points for consideration might 
be dealt with under the following 
headings: 

(1) Possible changes in the taxation 
of income earned in Canada by 
non-residents, 

(2) Changes designed to increase 
Canadian investment in equities 
and render it easier for Cana- 
dian owners to retain their in- 
vestment in business, and 

(3) The special problem of oil and 
gas taxation. 

At their existing levels the Cana- 
dian taxes on dividend payments to 
investors in the U.S. and U.K. do not 
constitute a deterrent to investment 
in wholly-owned Canadian subsidi- 
aries. This is because no tax what- 
ever is withheld on dividends paid 
to United Kingdom parents of whol- 
ly-owned subsidiaries, and the 5% 
tax rate on dividends to United States 
parents is wholly absorbed against 
the higher United States tax rate on 
corporate profits. In contrast the high- 
er withholding rate of 15% imposed on 
dividends of Canadian companies 
which are not wholly-owned (or 
where the United States treaty ap- 
plies, are less than 95% owned) cre- 
ates a substantial penalty where any 
significant minority exists. This con- 
stitutes a real deterrent to permitting 
participation by Canadians in foreign 
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controlled Canadian business; and to 
those who argue that such participa- 
tion should be freely offered, the non- 
resident owners can point out that our 
Canadian tax laws are so drawn as 
to penalize a company when it grants 
the right of participation to Cana- 
dians. Therefore, in the public in- 
terest, it would appear only logical 
to abolish the discrimination which 
now exists. 


In removing this discrimination be- 
tween wholly-owned and _partly- 
owned subsidiaries, it may be desir- 
able to continue the differentiation 
between casual investors abroad and 
corporations which in effect control 
Canadian businesses by taxing divi- 
dends at different rates. If so, it will 
be necessary to define the extent of 
stock ownership which will for this 
purpose qualify the foreign share- 
holder as a controlling corporation. 
A reasonable level, having in mind 
the desire to encourage Canadian 
participation, should certainly be no 
higher than 50%, and it might be ad- 
visable to drop the percentage still 
lower. 


The most common form in which 
foreign owners carry on business in 
Canada is through a Canadian sub- 
sidiary company. Our scheme of 
taxation provides for the payment of 
tax by such subsidiary on the same 
basis as any other Canadian corpora- 
tion and, in addition, we impose a 
withholding tax on dividends sent 
abroad. There is, however, a consid- 
erable (and growing) volume of in- 
vestment in Canada by non-residents 
who, instead of incorporating Cana- 
dian subsidiaries, operate in Canada 
as foreign corporations. The profits 
earned by such corporations in Can- 
ada are taxed in the same manner as 
are the profits of Canadian compan- 
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ies, but yet there is no additional tax 
upon the movement out of Canada 
of their profits, similar to the with- 
holding tax on dividends paid by the 
Canadian subsidiary. So long as this 
inconsistency remains, it will obvi- 
ously serve as a deterrent to Canadian 
participation in foreign controlled 
business in Canada. 

The whole scheme of withholding 
taxes on remittances abroad of other 
than dividends paid by corporations 
should be re-examined in order to 
study the extent to which these taxes 
might be used to direct foreign cap- 
ital into certain specific types of in- 
vestment. 

Consideration might be given to of- 
fering positive inducements by way 
of tax concession to at least three 
classes of investment where increased 
foreign participation might be desir- 
able. 

The first is the financing of Prov- 
inces and municipalities. No Cana- 
dian withholding tax is imposed on 
interest on Government of Canada 
bonds, nor is any tax withheld on in- 
terest payable in foreign currency on 
municipal and _ provincial bonds. 
However, where this interest is pav- 
able in Canadian currency, withhold- 
ing tax is payable at the rate of 5% 
on interest on provincial bonds and at 
15% on interest on municipal bonds. 
The financing of provincial and muni- 
cipal expenditures in this growing 
economy presents a formidable prob- 
lem. Consideration might, therefore, 
be given to exempting all interest on 
provincial and municipal bonds from 
the payment of any non-resident 
withholding tax. 

So far as individuals and fully tax- 
able corporate investors are concern. 
ed, the elimination of this tax might 
have no more than a psychological 
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effect because, in the main, the tax 
now withheld is recoverable as credit 
against United States tax. There is, 
however, a substantial volume of 
funds available for investment by 
non-taxable organizations, pension 
trusts, charitable institutions and reg- 
ulated investment companies. There 
is also a very large volume of invest- 
ment by United States life insurance 
companies which pay a relatively 
low rate of tax (from 3%% to 64% on 
investment income) and which conse- 
quently are not in a position to re- 
cover fully a 15% Canadian tax. There 
would appear to be a possibility of 
attracting considerable United States 
capital to this class of investment, 
particularly as in the United States 
interest on state and municipal obli- 
gations is completely free of income 
tax, with the result that yields are 
extremely low and such investments 
are unattractive except to those tax- 
able in very high brackets. 


The second possible change in our 
withholding taxes relates to the in- 
come from investment in real estate. 
At present the 15% withholding tax 
applicable to rentals is applied to the 
gross income, without any deductions 
for depreciation, taxes, repairs, insur- 
ance, or mortgage interest. Under an 
option, however, the non-resident in- 
vestor may file a Canadian tax return 
and pay on the net income at the 
same rates as a resident of Canada; 
this is equivalent to treating him as 
though the ownership of real estate 
represented the carrying on of busi- 
ness. The ownership of real estate by 
a non-resident might perhaps be re- 
garded simply as an investment, and 
for that reason the normal withhold- 
ing rate of 15% should be applied to 
the net income from the property. 
Such a change might have the effect 
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of attracting substantial amounts of 
foreign capital to this form of invest- 
ment. 


The third possible change is sug- 
gested by the obvious need for cap- 
ital to help finance the very large de- 
velopment of housing in Canada. Un- 
til the 1954 amendment of the Bank 
Act, most of the funds required for 
National Housing Act housing were 
provided by life insurance companies 
and at December 31, 1953 almost 25% 
of the assets of Canadian life insur- 
ance companies was represented by 
mortgage loans. It may well be in 
the public interest that we should 
attempt to direct foreign capital into 
this area. If so, consideration might 
be given to providing a suitable in- 
centive. Non-residents can, of course, 
under the present laws, limit their 
tax liability on interest income to 15% 
by the formation of a “non-resident- 
owned investment corporation”. If 
a further incentive is to be offered, 
one might consider granting a lower 
rate of tax, say 5%, on a special type 
of company which would meet the 
present requirements of a non-resi- 
dent owned investment corporation, 
with the additional stipulation that 
the income of the company consist 
principally of interest on National 
Housing Act mortgages. 


The second group of changes which 
might be considered apply to the tax- 
ation of Canadians, with a view to 
increasing their participation in 
equity financing, and rendering it 
easier for Canadian owners to retain 
control of their own businesses. 


First there are two non-tax factors 
which have a considerable import- 
ance in determining the manner of 
investment of the savings of the Can- 
adian public. These are the prohibi- 
tions and restrictions against invest- 


ment in equities of businesses, under 
the Trustee Acts of the several Prov- 
inves, and the federal law relating to 
life insurance companies. Although 
the long standing restrictions placed 
upon the investment powers of trus- 
tees are admittedly very important, it 
would appear reasonable to suggest 
that the whole question of trustees’ 
investment powers should be review- 
ed in the light of the changed condi- 
tion of our economy. It might well 
be found desirable to authorize, in 
certain circumstances and with ap- 
propriate safeguards, a limited power 
of investment in certain classes of 
business equities. 


It is debatable whether the exist- 
ing limitation on life insurance com- 
panies, namely, that investment in 
common shares may not exceed 15% 
of total assets, is too restrictive. The 
last published data show only about 
54% of the assets of Canadian life 
companies invested in stocks of all 
kinds and no one company was close 
to the 15% limit on common shares. 


Under the existing rules of the In- 
come Tax Department, the restric- 
tions applicable to life insurance com- 
panies are likewise imposed upon 
pension fund trustees. The over-all 
effectiveness and ability of pension 
funds to provide reasonable benefits 
in old age would be greatly enhanced 
if a hedge against inflation were ob- 
tained by investing a significant por- 
tion of the fund in equities. Second- 
ly, if after full consideration, it is 
decided that the present rules should 
remain unchanged, it would be pre- 
ferable to have such laid down by 
legislation rather than arise through 
the exercise of administrative discre- 
tion. 

The Income Tax Act, s. 69 contains 
special provisions for the taxation of 
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investment companies which meet 
the tests therein laid down. These 
conditions were considerably altered 
in the 1955 amendments of the Act, 
and in the course of making these 
changes, certain strong incentives to 
invest solely in Canadian equities 
were lost. While such companies 
must still obtain a minimum of 60% 
of their gross revenue from dividends 
of taxable Canadian companies, they 
may now so invest their funds that 
the other 40% of income may come 
from foreign dividends or foreign 
interest. In spite of this, the special 
tax of only 20% will apply and most 
of this will be recovered by the share- 
holders by way of dividend credit. 
A possible method of encouraging in- 
vestment in Canadian equities be- 
yond the minimum level now requir- 
ed, and at the same time discourag- 
ing investment in foreign securities, 
would be to create an additional re- 
quirement that in the aggregate not 
less than 95% of gross income must 
be derived from Canadian sources. 
This would still permit an investment 
trust to keep a substantial part of its 
funds in high grade securities. 


One other possible change con- 
cerns the participants in profit shar- 
ing funds, the assets of which in 
many cases are invested in equities. 
To qualify as “profit sharing funds” 
under the Income Tax Act, all of the 
income must be allocated each year 
to the individual participants and 
they are taxed accordingly. There is, 
however, no provision whereby the 
benefit of the 20% dividend credit on 
dividends from taxable Canadian 
corporations can be passed on to the 
participants. For the sake of equity 
this situation should be corrected. 


Changes in our succession duty 
laws are needed to maintain Cana- 


dian ownership of Canadian busi- 
ness. A major problem which has 
faced individual owners of Canadian 
businesses for many years is the 
double impact of succession duty and 
income tax. 


Under United States law, an indi- 
vidual can leave up to 50% of his es- 
tate to his wife (or husband) free of 
tax. Where this is done, the total 
of the taxable estate being cut in half, 
the amount of duty which the estate 
must raise immediately is greatly re- 
duced; also the duty is at a slightly 
lower rate. The laws relating to com- 
munity property in the Province of 
Quebec afford a similar relief, and 
the adoption of such a provision uni- 
formly across Canada would have a 
profound effect upon the ability of 
families to maintain control of their 
businesses. 


This suggestion is by no means as 
radical as it may at first appear. The 
portion of the estate which goes tax- 
free to the spouse falls in its turn 
to be taxed upon the death of the 
spouse, so that the principal sacrifice 
of the revenue is in waiting a little 
longer for part of its duty. The prac- 
tical benefits of such a scheme in the 
case of the aging businessman are 
extremely important. He is provided 
with a practical means of providing 
for his wife after his death and the 
dimensions of his succession duty 
problem are reduced very materially. 


A further though less serious disa- 
bility lies in the provisions of our gift 
tax legislation. In certain cases own- 
ers of businesses in Canada have 
sought to meet their prospective suc- 
cession duty problem by making 
gifts to their children to enable the 
latter to purchase shares in the fam- 
ily business. Should the donor die 


within three years of making the gift, 
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under federal law the gift is deemed 
not to have been made, but the gift 
tax paid is allowed as a credit against 
succession duty. In the case of resi- 
dents of the Province of Ontario and 
Quebec, however, which levy their 
own succession duties, the scheme for 
giving credit in respect of provincial 
duties in determining the federal tax 
is such that a portion of gift taxes 
paid may not be allowable as a de- 
duction from succession duty. This 
hazard certainly tends to reduce the 
rate at which gifts are made in the 
circumstances under consideration, 
and a reasonable cure could be read- 
ily achieved by granting credit for 
the full amount of gift tax paid 
(within the three years preceding 
death) against the net federal duty 
otherwise payable. 

Among the prospective buyers for 
any Canadian business are other Can- 
adian corporations and individuals, as 
well as non-resident investors. In 
many cases, Canadian investors will 
seek to use a Canadian corporation 
as a vehicle for making the purchase 
and there are two provisions of our 
income tax law which may consti- 
tute obstacles to such purchase, but 
which do not handicap non-resident 
investors in the same manner. 


Our law has for many years con- 
tained a provision that interest on 
money borrowed by a company and 
used to acquire an asset which pro- 
duces tax exempt income shall not be 
allowable as a deduction in arriving 
at taxable income. Under this rule, 
it is not possible to obtain a deduc- 
tion for interest paid on money bor- 
rowed to buy the shares of another 
company, the income therefrom in 
the form of dividends being exempt. 
While there is at first glance some 
considerable logic in this provision, 


it has no counterpart in the laws 
either of Great Britain or the United 
States, and there is no doubt that it 
serves to limit the activity of poten- 
tial Canadian purchasers of busi- 
nesses. When one realizes that the 
interest on a loan usually constitutes 
taxable income in the hands of the 
lender, there is a good deal to be said 
for the justice of allowing the inter- 
est cost as a deduction to the bor- 
rower. 

The other and much more diffi- 
cult problem which faces the Can- 
adian corporate purchaser of an 
established company relates to what 
is called “designated surplus” by the 
Income Tax Act. The provisions un- 
der the Act are intended to prevent 
one corporation purchasing another 
and immediately withdrawing by way 
of tax-free dividends the surplus of 
the company acquired, and using the 
same to pay for the acquisition. The 
technique employed is to freeze the 
surplus of the company of which 
control is so acquired by another 
company and to limit the right to 
draw out tax-free dividends to pro- 
fits earned subsequent to acquisition. 
While in a broad sense this appears 
a reasonable method of preventing 
abuses, the trouble is that the inno- 
cent suffer equally with the guilty. 
It has became virtually impossible to 
carry out certain inter-corporate 
transactions, mergers, and winding- 
ups of a character where freedom 
from tax on inter-company dividends 
would be totally unobjectionable. 
Further, until the 1955 amendments, 
the non-resident corporate investor 
was in a position to carry out with 
impunity the acquisition of Canadian 
businesses in exactly the circum- 
stances which the designated surplus 
provisions of the law were designed 
to prevent. 
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While the solution to this problem 
is not simple, there are two possible 
improvements which appear worthy 
of present consideration. First, a 
limited right might be granted to 
carry out an amalgamation through 
liquidation of one company into an- 
other without any tax on surplus pass- 
ing to the senior company, provided 
that it can be demonstrated that the 
combined undistributed incomes of 
both companies still exist in the con- 
tinuing company. A _ test which 
should be met by the continuing com- 
pany is that its net assets, after de- 
ducting any redeemable capital, 
should be equal at least to the com- 
bined undistributed incomes of the 
two companies prior to amalgamation. 
It should probably further be provid- 
ed that the continuing company should 
not be entitled to a deduction from 
undistributed income in respect of 
capital losses which may emerge on 
the liquidation of its investment in 
the purchased company — if such 
loss were recognized it would to that 
extent extinguish undistributed in- 
come unless there were capital profits 
against which it would be offset. 


The second possible change is sug- 
gested by the 1955 amendments 
which permit companies to be liqui- 
dated into the hands of an investment 
dealer upon the payment of a special 
tax of 20% (15% in the case of a non- 
resident). It would appear much 
simpler, for all concerned, to cut 
through the investment dealer tech- 
nique and provide simply that in such 
circumstances the recipient company 
should pay a tax of 15% or 20% on any 
dividends which it receives from 
designated surplus. 

Our Canadian tax system has often 


been criticized for placing the Can- 
adian oil and gas operator at a dis- 








advantage vis-a-vis United States 
competitors in the Canadian oil fields. 
This general complaint is based upon 
several different underlying factors. 
One is that the terms of the United 
States tax laws, particularly within 
the past five years, have offered in- 
centives and concessions to their tax- 
payers which go considerably further 
than any similar concessions available 
to Canadians. Thus, wealthy indi- 
viduals and corporations with profits 
subject to taxation at very high rates 
have been able to reduce their United 
States taxable incomes, and thus save 
large amounts of tax, by making ex- 
penditures in Canada in oil explora- 
tion or development. Much of the 
money at risk was tax money, partic- 
ularly in years when excess profits 
taxes applied in the United States. 


Another major factor lies in the dif- 
ferent methods adopted by Canada 
and the U.S. in granting allowances 
for depletion. There can be no doubt 
that the Canadian allowances are 
considerably less generous than those 
available under United States law. 
A principal objection to the Canadian 
system is that it requires the writing- 
off of exploration and development 
expenses before arriving at the figure 
upon which the depletion allowance 
is calculated. As a result, once sub- 
stantial production is reached, every 
additiona! dollar spent on exploration 
and development will serve to re- 
duce the depletion allowance avail- 
able. Thus, at a certain point in the 
program of a Canadian operator, the 
method of granting depletion intro- 
duces a strong incentive to stop ex- 
ploration and development. In con- 
trast, the United States system pro- 
vides a continuing incentive to ex- 
ploration and development because 
it is based on gross income (with a 
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limitation based on net income be- 
fore deducting the expenses of un- 
successful exploration), but with an 
automatic option of cost depletion 
when it is the more favourable. 


As far as Canadian taxation is con- 
cerned, operating results in Canada 
of both Canadian and United States 
operators receive identical treatment. 
The advantage of the U.S. operator, 
therefore, in what is referred to as 
improving his “competitive position” 
lies entirely in the manner in which 
he is able to reduce the taxes which 
he would otherwise pay in the United 
States, particularly in the exploration 
and development stages. It should 
be pointed out that, while these ini- 
tial advantages are never lost, they 
cease once he has reached the point 
where income from production has 
absorbed all the initial costs. From 
that point forward, both operators 
are on an equal footing. 


Among the suggestions for the im- 
provement of the Canadian system, 
the one which appears to merit most 
serious consideration is the proposal 
to change the basis of the depletion 
allowance. If the allowance were 
changed to a percentage of gross rev- 
enue, or alternatively a percentage 
of net revenue before the deduction 
of any exploration and development 
expenses, the incentive value would 
be enhanced and the system should 
become more logical and desirable 
in that the incentive to cease explor- 
ation when production was secured 
would be removed. 


A second important change which 
should receive consideration is to 
make available cost depletion as an 
alternative where the percentage de- 
pletion proves insufficient to cover 
the actual costs. Such a move would 
have obviously important results and 


improve the so-called competitive po- 
sition of the Canadian operator, par- 
ticularly in the case of high cost 
wells. Consideration might also be 
given to finding a better method of 
enabling the operator to write off, 
against income, the costs of unpro- 
ductive and abandoned property. 
The present provision in this respect 
is extremely limited. 


It is important to recognize that 
any such change in cost depletion 
and range of available write-offs will 
have an immediate and material ef- 
fect upon the prices at which oil 
properties may change hands. Un- 
less appropriate safeguards are de- 
veloped, there would be an inevitable 
tendency to bid up the prices of oil 
properties. In such circumstances 
the treatment of the resulting profits 
in the hands of vendors would have 
to be considered. It is fair to say 
that unless some restraint was im- 
posed in this connection, a serious 
loss of tax revenue would undoubt- 
edly occur. 

The over-all purpose which our 
method of taxing the oil industry 
should attempt to secure is that the 
operator should have a reasonable as- 
surance that all of his costs will be 
deductible from the revenues which 
arise from his operations. In addi- 
tion, there should be some recogni- 
tion of the special risks and hazards 
inherent in this industry and it would 
obviously be desirable that, so far as 
possible, the incentives offered should 
apply in their fullest form where the 
risks are greatest. 


In its present form cur Canadian 
tax system falls short of these desir- 
able objectives in several important 
ways, and in the public interest this 
situation should be corrected as 
quickly as possible. As has been 
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pointed out, however, there is no 
simple solution, and before any deci- 
sions are made as to specific changes 
in the law, there is need of most care- 
ful study of the subject by competent 
persons. The most effective way of 
bringing about a desirable revision of 
our laws will be to set up a special 
body, in committee or commission 
form, consisting of from three to five 
highly qualified individuals, and to 
set such committee the task of exam- 
ining the problem in detail. 


One final suggestion is made re- 
garding the form of incentives offered 
by our tax laws. The extent to which 
incentive tax concessions should be 
made available to non-resident inves- 
tors is essentially a matter of policy 
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and the technical structure can be ad- 
justed to carry out whatever results 
may be intended. There is danger, 
however, that without special safe- 
guards some incentives made avail- 
able to Canadians and non-residents 
alike may, as a result of foreign taxa- 
tion, merely transfer the benefit to © 
the treasury of the foreign country. 
Our three-year exemption for new 
mines is a case in point and the bene- 
fit of any reduction in Canadian taxes 
which a United States investor enjoys 
will probably, under the present 
rules, be transferred to the United 
States Treasury through a reduction 
of the tax credits allowable to the 
United States taxpayer. 


A LAYMAN’S GLOSSARY OF ACCOUNTING TERMS 


Liquid Position 

















Capital Gains Re-Examined 


RALPH LOFFMARK 


FROM A REVIEW of statutory pro- 
visions, regulations and judicial de- 
cisions, it appears to be well settled 
income tax law that to find taxable 
income the facts must indicate the 
taxpayer is deriving receipts in the 
course of carrying on a trade or busi- 
ness. What constitutes a trade or 
business is a matter of fact to be 
determined in each instance by an 
examination of the circumstances of 
the case. A number of factors have 
been found to be important in in- 
fluencing the court to find that tax- 
able income has been received or has 
accrued. Some of those factors which 
will receive consideration include: 


1. The fact of repeated or single 
transactions. 

2. The charter powers of a corporate 
taxpayer. 

3. The taxpayer’s manifest intentions 
in undertaking the activity. 

4. The amount and type of work 
done on the subject matter of the 
revenue. 

5. The characteristic activity and 
conduct of a person in the alleged 
trade or business. 

6. The distinction between realiza- 
tion of gain as a part of “invest- 
ing” as against gains from “trad- 
ing” or “speculating”. 


7. The distinction between profits 
realized on disposal of fixed assets 
and corresponding gains realized 
from the sale of current assets and 
consumable stores. 

8. The presence of an element of 
quid pro quo — an element of 
services rendered. 


It should also be noted that the 
courts have not always been con- 
sistent in their use of the word “in- 
come”. In some instances it has been 
used to refer to the actual cash re- 
ceipt in much the same way as “re- 
venue” is used in conventional ac- 
counting terminology. At other times, 
the context indicates that the court 
has intended “income” to mean the 
difference between the amount real- 
ized upon a sale and the cost of that 
sale. In the latter sense its meaning 
corresponds more closely to account- 
ing usage. In either case, it is gen- 
erally understood that taxable income 
is that profit remaining after deduc- 
tion of costs associated with what 
may be termed the gross revenue. 


Another characteristic of the judi- 
cial concept of income may be noted 
in the court’s effort to differentiate 
between income resulting from the 
normal course of business activity 
and income from unusual and 
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isolated transactions. In_ principle, 
at least, the courts and the Depart- 
ment of National Revenue are in 
agreement with accounting author- 
ities that ordinary business income 
represents the difference between 
revenue and the costs associated 
with the production of that revenue. 
However, in the case of gains made 
and losses incurred on transactions 
outside the main stream of business 
operations, neither the Crown nor the 
judiciary has followed any clearly 
delineated concept. 


The Clean Surplus Theory 

The accounting profession appears 
to have met the problem by the de- 
velopment of the clean surplus 
theory, whereby the income state- 
ment is divided into three distinct 
sections. The first part of the state- 
ment reports those transactions for 
which the enterprise was organized. 
The second part is an historical re- 
cord of all the gains and losses real- 
ized on transactions which may be 
fairly said to fall outside the normal 
recurring activities of the business. 
The remainder of the statement re- 
cites the activities associated with 
the division and reservation of net 
earnings from all sources. Thus, the 
reader of the statement is presented 
with a record of all non-recurring 
transactions of any significance and is 
left to draw his own conclusions as 
to whether they represent income or 
capital gains and losses. The wisdom 
of this treatment becomes apparent 
when an examination is made of 
some of the cases where the trans- 
actions in question are not of a re- 
curring nature so as to bring them 
clearly within the meaning of the ex- 
pression, “carrying on of a trade or 
business”, nor can they be classified 


as relating to either fixed or circulat- 
ing capital. 

To illustrate some of the latent dif- 
ficulties provoked by the court’s at- 
tempt to distinguish non-recurring 
gains and losses as either income or 
capital transactions, we may refer to 
a line of cases of which the following 
are representative. 


A Matter of Proper Construction 


C.LR. v. Ramsey, 20 T.C. 79 in- 
volved the sale of property under 
circumstances which clearly excluded 
the receipt from the rule applicable 
to transactions in the nature of a 
trade or business. The taxpayer had 
contracted to sell a business for $15,- 
000 on terms of $5,000 down and the 
balance to be made up by the pay- 
ment over a period of ten years of a 
sum equal to 25% of the net yearly 
profits. If this amounted to more 
or less than $15,000, then the pur- 
chase price was deemed to be dimin- 
ished or increased accordingly. The 
parties treated these as purchase pay- 
ments and no interest was payable on 
the amounts outstanding. The court 
accepted this interpretation of the 
contract and held the payments to 
be on account of capital. In decid- 
ing for the taxpayer, Romer J. ruled 
in effect that if a man has property 
he wishes to sell on terms which will 
result in his receiving for the next 
20 years an annual sum of $500, he 
can do it in either of two ways. He 
may sell his property in considera- 
tion of a payment by the purchaser 
to him of an annuity of $500 for the 
next 20 years or he can sell the 
property for $10,000 to be paid in 
equal installments of $500 over the 
next 20 years. If he adopts the 
first method the annual payments are 
taxable income, but under the second 
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method he will be deemed to have 
received a payment on account of 
capital. In any case the question of 
which method was chosen is a matter 
of the proper construction of the 
transferring instrument. 

It is abundantly clear that the re- 
sult and substance of the transactions 
are the same in both cases, a fact 
which the court recognized, but in 
spite of this the taxpayer is left free 
to draw his contract in such a manner 
that receipts from the sale of proper- 
ty will take the form of instalments 
on purchase price rather than a series 
of annuity payments. 

Annuity payments received under 
conventional forms of insurance are 
specifically dealt with in the Act 
which provides in s. 6(a) (iii): 

There shall be included in income . 

annuity payments. 

Section 11(1)(i) provides: 

The following: amounts may be de- 
ducted in computing income . . . the 
capital element of each annuity payment 
included in computing income for the 
year, that is . . . an amount equal to 
that part of the payment determined in 
prescribed manner to be a return of 
capital. 

These sections in effect correspond 
to the 3% rule of the United States 
Internal Revenue Code, but it would 
appear that under the Canadian Act 
the government has wider discretion- 
ary powers in determining what por- 
tion of the payment received is to be 
treated as taxable income. 


Another Triumph of Form 

Another facet of the same problem 
arises in the case of a sale of a pro- 
duct of personal exertion. Here again 
we see an attempt to distinguish 
derivations from an unimpaired 
source and recurring payments for 
personal service on the one hand and 
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a complete sale of an asset (i.e. re- 
covery of capital) on the other. As 
a general principle, it may be stated, 
the mere fact that a payment is in a 
Jump sum does not make it a capital 
payment. The payment may be in 
advance or at the end of a series of 
due dates. In some instances such 
payments have been referred to as 
“commuted royalties’. Thus, a pay- 
ment of wages in a lump sum does 
not alone change the nature of the 
receipt. 


Illustrative of this proposition is 
the case of Withers v. Nethersole 
(1948), 1 All E.R. 400. The .tax- 
payer, an author no longer engaged 
in writing, assigned for a fixed period 
a portion of her copyright interest 
in a novel in return for a specified 
payment. Such a transaction is sus- 
ceptible to two interpretations. It 
may be argued that since she still 
owned the copyright in the words, 
what she received was rent for use. 
At the end of the period of assign- 
ment she received the original prop- 
erty intact, i.e. the exclusive right to 
reproduce the novel. An alternative 
view is that she did not receive back 
the same asset, for it had been im- 
paired. It may well be argued that 
at the end of the period of assign- 
ment the author received back some- 
thing less than what had been as- 
signed, and the payment was for that 
part of the asset consumed through 
publication by the assignee. The 
Crown took the position that this 
payment was rent while the taxpayer 
contended it was a capital realiza- 
tion. The opinion represents another 
triumph of form over substance. By 
drawing a distinction between an as- 
signment and a licence the court was 
able to find this to be a payment on 
account of capital. Under the rele- 
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vant copyright statute a licence trans- 
fers the right to use, while an assign- 
ment conveys a proprietary interest 
to the assignee. The practical effect 
in either case is the same except as to 
matters of procedure in infringement 
suits when the distinction becomes 
important in determining who is the 
aggrieved party. 

While this narrow issue has been 
settled in Canada by s. 72 of the 
Income Tax Act which requires that 
receipts from an assignment of the 
copyright be treated as income, the 
taxpayer being allowed to distribute 
the amount over one, two, or three 
years depending on the length of 
time during which he was engaged 
in the production of the work, the 
larger problem remains with us. 

As developed in the courts of Eng- 
land and Canada during the past one 
hundred years, the judicial concept of 
income, in theory, includes no ele- 
ment of capital gain or appreciation. 


Rules of “Capitalization” 

Taxpayers seeking to escape the 
taxation net by presenting their busi- 
ness activities under the guise of cap- 
ital transactions are currently being 
advised to establish their position by 
the following conduct: 

1. Do not make a profit on purpose 
— let it occur as an accident. 

2. Aim at reducing the profit-taking 
operation to one transaction. 

8. Avoid a complicated transaction 
which may be construed as the 
carrying on of a trade or business. 

4. At the time of acquisition avoid 
any overt action from which the 
courts may find an intent to turn 
the asset over at a profit. 

5. In selecting an asset designed for 
future resale at a profit, favour 
those which also produce income 


in order that the principal may 
be identified as an “investment”. 

6. When disposing of the asset at a 
later date, avoid any appearance 
that the motivation for the sale is 
profit alone. 

7. Do not have associates to the 
scheme if the transaction can be 
completed by one person. 

8. Hold the asset as long as possible. 


As one eminent authority on in- 
come tax law expresses it, the capital 
gain must not be openly pursued else 
it will vanish. By these standards a 
capital gain (or to be more accurate, 
a gain not in the nature of taxable 
income) is the net proceeds of a 
realization on a capital asset, and in- 
come is the gain made in carrying out 
a scheme of profit making or in the 
operation of a business. A _ typical 
capital receipt is usually an isolated 
payment from a source which is im- 
paired, while income is considered to 
be a recurring payment from an un- 
impaired source. Lord Justice Far- 
well! in considering the nature of 
income gave judicial recognition to 
a definition of income as understood 
by the economist Marshall and con- 
cluded that profit for a year from 
a business was the excess of receipts 
over outlays, the difference between 
the value at the end and at the 
beginning of the year being taken as 
a part of receipts or part of outlay 
according as there has been an in- 
crease or a decrease in value. How- 
ever, in view of the judicial distinc- 
tion drawn between fixed and cir- 
culating capital, such a_ statement 
does not represent the modern Can- 
adian concept of income for tax pur- 
poses. In so far as net receipts are 
derived from “capital” transactions, 


1 Bond v. Barrow Steel Co. (1902) 1 Ch. 
3538. 
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CAPITAL GAINS RE-EXAMINED 


they are treated not as taxable in- 
come but as a nontaxable increment. 


Costs of Capital Replacement 


Lurking in this concept of capital 
gains and income is an unsophisti- 
cated notion that income may be 
gathered in without the impairment 
of capital. 

Such a conclusion may be easily ex- 
plained in the light of everyday ex- 
perience. To the farmer, his capital 
is his horse and plough; to the fisher- 
man, it is his boat and net. At the 
end of the season the farmer weighs 
his crop and the fisherman reckons 
up his catch. To each, the total 
measure constitutes income. The 
horse and plough, the boat and the 
net remain intact — or almost. It is 
true that these capital items will some 
day have to be replaced, but to many 
people the cost of a capital replace- 
ment is not associated with the peri- 
odic income received during the life 
of the asset, the reason, of course, 
being that the annual cost of these 
assets is often so difficult to measure 
that it escapes recognition. 

Modern business, however, de- 
mands a more accurate treatment of 
costs than that just described. The 
cost of machinery and equipment, re- 
search programs, advertising cam- 
paigns and so on must be recognized 
and assigned to revenues in an order- 
ly manner if any semblance of con- 
trol is to be achieved. Modern ac- 
counting concepts of income deter- 
mination, based on the principle of 
matching revenue with the costs of 
producing that revenue, have ac- 
knowledged the homogeneity of all 
assets, or more accurately, all costs. 
Fixed assets and deferred charges are 
accounts of definition only and may 
be transferred into current assets (or 
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circulating capital to use the judicial 
term) by the mere lengthening of the 
period selected for income measure- 
ments. Capital costs are distinguish- 
able from current costs only by the 
number of periods during which they 
contribute to the earning of revenue. 
If such is the case, it would appear 
unreasonable to differentiate between 
receipts to the extent of allowing so- 
called capital gains to escape an 
equal burden of taxation. 

Income tax laws developed before 
the cost concept was fully appreciated 
and the courts in interpreting the 
word income can hardly be blamed 
if they restricted its meaning to that 
commonly understood at the time. 
No doubt the traditional position of 
the judiciary as the guardian of the 
subject against arbitrary taxation by 
a government acting without Parlia- 
mentary authority has also been an 
important confining influence. 


Who Deserves Preference? 

In a rapidly changing world, Can- 
ada cannot afford the luxury of 
a protracted philosophical discussion 
on the inviolability of the present tax- 
free capital gain. The modern argu- 
ment in support of the current ex- 
emption appears to be founded on 
the assumption that the trader who 
buys and sells in an isolated trans- 
action deserves preferential treatment 
as compared with that which is ac- 
corded to taxpayers in general. 

The alarming consequence of this 
rule is found in the anomalous posi- 
tions of the producer and the specu- 
lator. Buy an asset, improve it by 
adding material, labour and skill and 
then dispose of it at a profit, and you 
will surely attract an income tax. On 
the other hand, buy the same asset, 
do nothing more than hold it for a 
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rise in prices and you have made 
substantial progress in the direction 
of tax-free accretion. The issue is 
not whether the general burden of 
taxes should be increased by impos- 
ing a new levy on profits now going 
free to the citizen, but whether the 
present burden of taxes is being ap- 
plied in a manner calculated to min- 
imize this deterrent upon the acti- 
vities of the man who produces for 
the benefit of the community. 


Tax Exemptions Affect the Economy 


The individual who buys and sells, 
whether it be securities, real proper- 
ty or any other commodity which 
lends itself readily to speculative pro- 
fit, must have his present exemption 
weighed against the needs of the 
productive community. General pros- 
perity depends not on the activities 
of the speculator taking isolated pro- 
fits where he is able, but upon organ- 
ized industry and commerce where 
the present need for tax relief is ob- 
vious. If tax concessions are to be 
used as a vehicle for directing the na- 
tional economy, there appears to be a 
manifest virtue in offering those con- 
cessions where the effect is direct and 
the results will be susceptible to an 
accurate measurement. To be more 
specific: perhaps the proceeds from 
a wider tax might be directed to en- 
courage more extensive use of ma- 
chinery by permitting capital cost 
allowances to be based on present 
values and not on historic costs. 


In this day of automation there is 
developing a pressing need for more 
skilled workers. Why should we not 
move to meet that demand by allow- 
ing a substantial concession to the 
taxpayer who spends money on the 
training of these skilled persons? 
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Similarly, the advance of new skills 
and methods can be accelerated sub- 
stantially by more generous allow- 
ances for expenditures on scientific 
research and development, especial- 
ly among smaller businesses. 


As a concluding argument William 
v. Davis (1945), 1 All E.R. 304 is 
an excellent example of the incon- 
gruous results which often flow from 
an attempt to distinguish capital 
gains and income. In this case the 
husband, a real estate dealer, on two 
occasions was able to purchase land 
at advantageous prices. Had he sold 
the land himself he would have at- 
tracted an income tax on the basis of 
the rule that his activity was in the 
nature of a trade, namely, the real 
estate business. At this point the 
husband made an outright gift? of 
the two pieces of land to his wife, 
who, in turn, promptly sold the prop- 
erties at a substantial profit to a com- 
pany controlled by the husband. The 
company, of course, would show little 
profit since it had purchased at the 
going market prices. On the facts it 
was found that the gifts were genuine 
and that the profits made by the wife 
were not in the nature of trade or 
business and hence were not taxable 
income. 


The real inequity lies in the present 
exemption accorded so-called capital 
gains. In the final analysis, the re- 
sult is to draw an artificial distinction 
between the reward accruing to the 
man who confines his activity to price 
speculation and the man who em- 
barks on a productive undertaking’. 


2 This is an English case. In Canada secs. 
100 to 104 of the ITA impose a tax on 
the donor at a graduated rate. 

3 Willis, John “Cases and Comments”. 
Canadian Bar Review, 1949, p. 89. 
















The Anaconda Decision from the 
Accounting Viewpoint 


G. G. RICHARDSON 


THE DECISION of the Privy Council in 
the Anaconda case has been very 
ably analyzed from the legal point of 
view by Stuart D. Thom in the Janu- 
ary-February issue of The Canadian 
Tax Journal, and by Melville Pierce 
in the current issue of this magazine. 


From the accounting standpoint 
the Anaconda decision is in striking 
contrast with the views of account- 
ants and economists as well as with 
the conclusions reached by the U.K. 
Royal Commission on the Taxation 
of Profits and Income under the chair- 
manship of Lord Ratcliffe, a distin- 
guished jurist who is one of the law 
lords of the Privy Council. The fol- 
lowing statements indicate something 
of the conflict between legal and ac- 
counting concepts in determining in- 
come insofar as the inventory prob- 
lem is concerned. 


The Privy Council Statement 

“The income tax law of Canada as 
of the United Kingdom is built upon 
the foundations described by Lord 
Clyde in Whimster and Co. v. C.LR., 
12 T.C. 813 in a passage cited by the 
Chief Justice which may be here re- 
peated. ‘In the first place, the profits 
of any particular year or accounting 
period must be taken to consist of the 
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difference between the receipts from 
the trade or business during such 
year or accounting period and the 
expenditure laid out to earn those 
receipts. In the second place the 
account of profit and loss to be made 
up for the ascertaining that difference 
must be framed consistently with or- 
dinary principles of commercial ac- 
accounting so far as applicable and 
in conformity with the rules of the 
Income Tax Act or of that Act as 
modified by the provisions and Sched- 
ules of the Acts regulating Excess 
Profits duty as the case may be. For 
example, the ordinary principles of 
commercial accounting require that 
in the profit and loss account of a 
merchant’s or manufacturer’s business 
the values of the stock-in-trade at 
the beginning and at the end of the 
period covered by the account should 
be entered at cost or market price 
whichever is the lower, although 
there is nothing about this in the 
taxing statutes.’ For many years be- 
fore and ever since this decision what 
is to be valued at the beginning and 
end of the accounting period has for 
tax purposes been taken to be the 
actual stock so far as it can be ascer- 
tained. It is in fact, so far as tax law 
is concerned, a novel and even re- 
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volutionary proposal that the physical 
facts should even where they can 
wholly or partly be ascertained be dis- 
regarded for the purpose of the open- 
ing and closing inventory and a 
theoretical assumption made which is 
based on a supposed “flow of cost” 
and an “unabsorbed residue of cost” 

Later in the judgment the follow- 
ing statement is made: 

“There is no room for theories as to 
flow of costs: nor is it legitimate to 
regard the closing inventory as an un- 
absorbed residue of cost rather than 
as a concrete stock of metals awaiting 
the day of process”. 


The A.LA. Bulletin on Inventories 

The Committee bulletin on inven- 
tories (originally issued as Bulletin 
No. 29 and reissued as part of Bul- 
letin No. 43 in substantially the same 
language, ) includes the following: 

“Statement 2 — A major objective 
of accounting for inventories is the 
proper determination of income 
through the process of matching ap- 
propriate costs against revenues”. 

In the discussion which follows, this 
statement appears: 

“In accounting for the goods in the 
inventory at any point of time, the 
major objective is the matching of 
appropriate costs against revenues in 
order that there may be a proper de- 
termination of the realized income. 
Thus, the inventory at any given date 
is in effect a residual amount remain- 
ing after the matching of absorbed 
costs with concurrent revenues. This 
residual is appropriately carried to 
future periods provided it does not 
exceed an amount properly charge- 
able against the revenues expected to 
be obtained from ultimate disposition 
of the goods carried forward. In prac- 
tice, this residual amount is deter- 


mined by the process of pricing the 
articles comprising the inventory”. 

The discussion under statement 4 
includes the following: 

“The cost to be matched against 
revenue from a sale may not be the 
identified cost of the specific item 
which is sold, especially in cases in 
which similar goods are purchased at 
different times and at different prices. 
Ordinarily, under those  circum- 
stances, the identity of goods is lost 
between the time of acquisition and 
the time of sale. In any event, if the 
materials purchased in various lots 
are identical and interchangeable, the 
use of identified cost of the various 
lots may not produce the most use- 
ful financial statements. This fact 
has resulted in the development and 
general acceptance of several assump- 
tions with respect to the flow of cost 
factors to provide practical bases for 
the measurement of periodic income. 
These methods recognize the varia- 
tions which exist in the relationships 
of costs to sales prices under differ- 
ent economic conditions. Thus, where 
sales prices are promptly influenced 
by changes in reproductive costs, an 
assumption of the last-in first-out 
flow of cost factors may be the more 
appropriate. Where no such cost- 
price relationship exists, the first-in 
first-out or an “average” method may 
be more properly utilized. In other 
situations a reversed mark-up pro- 
cedure of inventory pricing, such as 
the retail inventory method, may be 
both practical and appropriate.” 


G. O. May Statement 

In discussing the report of the 
Royal Commission on the Taxation of 
Profits and Income (The Account- 
ant, December 24, 1955), Mr. May 
makes the following statement relat- 
ing to the recommendation of the 
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Commission that a modified form of 
Lifo be allowed: 

“In dealing with matters of this 
kind there have to be considered an 
objective, a set of facts and a method 
which, when applied to those facts, 
will achieve the objective. As the 
majority has pointed out, what is the 
prime requisite is not to value the in- 
ventories, but to measure the proper 
charge in respect to the consumption 
or disposition of inventoriable goods; 
and the same holds true with regard 
to the charge for exhaustion. 

“For either purpose a fiction may 
be a more acceptable basis than a 
purely factual one. The minority 
says that if the cost of the identical 
goods sold could be determined, 
‘these costs would form the sole per- 
missible deduction from receipts’. But 
in America the opposite view is held; 
the identification method is rejected 
in the case of fungible goods because 
of the obvious opportunity for man- 
ipulation of profits that it affords. This 
is a case in which a fiction is a better 
guide than a fact, Lifo and Fifo are 
both fictions”. 


Royal Commission Report 

Chapter 18 of the report dealing 
with accounting for “Stock and the 
Computation of Profits” has already 
been reproduced in the February is- 
sue of this journal but it may be 
worth reproducing a few of the state- 
ments therein. 

“The general assumption hitherto 
accepted in this country is that stock 
is sold in the same order of priority 
as the order of the dates at which it 
was acquired... .” 

“We do not suppose that this as- 
sumption, however convenient, de- 
rives its validity from any perculiar 
correspondence with the _ trader’s 


physical operations. Strictly speak- 
ing, it assumes an order that is likely 
to be observed only in the case of 
perishable goods. . . .” 


“This led us to ask, however, 
whether there is anything in the tax 
code or any governing principle of 
taxation that requires the adoption of 
Fifo by all traders, even at a time 
when its employment produces such 
unwelcome results. 


“There is nothing in the tax code 
itself that prescribes any rules for as- 
certaining the basis of cost or for 
valuing stock in trade. The presump- 
tion is that such rules are to be ex- 
tracted from trade practice and the 
principles of commercial accountancy. 
Nor do legal decisions in the Courts 
appear to have built up any body of 
doctrine even if it had been proper 
for them to supply rules upon a sub- 
ject that seems eminently one of 
sound commercial practice. The 
most that legal authority can be said 
to have required in this connection is 
that, in estimating profits for tax as- 
ssessment, the figure taken for the cost 
of articles sold must represent a real 
attempt to arrive at their cost and 
must not be fixed by reference to 
some arbitrary or fictitious standard, 
such as is involved in some forms, at 
any rate, of what is known as the 
base stock method. But even so this 
requirement has no bearing on the 
question whether there is any par- 
ticular sanctity in the Fifo method 
if other methods, which seem better 
adapted to the circumstances of a 
business or the commercial condi- 
tions of the day, are or come to be re- 
cognized by the trading community 
and professional accountants. . . .” 


“For the case put to us on the part 
of the Board is that, in effect, Fifo is 
the only permissible method for the 
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purpose of tax assessment. No doubt 
such a claim would not be supposed 
to admit of no qualifications, since, 
for instance, it is obviously inapplic- 
able to those businesses in which the 
items of stock are capable of specific 
identification. But, generally speak- 
ing, it is claimed that Fifo ought to 
be treated as if its adoption were a 
statutory obligation of all taxpayers 
in the computation of their business 
profits. This seems to us a very large 
claim, having regard to the variety 
and complication of the business ac- 
tivities to which it would be ap- 
oued ... 


The Economist Editorial 


The following editorial appeared in 
The Economist in its issue of Decem- 
ber 17, 1955: 


“The iconoclasm of the House of 
Lords in the Gourley case (which 
dealt with assessment of damages for 
loss of earnings) is in direct con- 
trast with the conservatism of the de- 
cision of the Judicial Committee of 
the Privy Council in Minister of Na- 
tional Revenue v. Anaconda American 
Brass Ltd. This important appeal 
was against the finding of the Can- 
adian Supreme Court that trading 
stock might properly, for taxation as 
well as for other purposes, be valued 
on the Lifo — last in, first out — basis. 
The Judicial Committee allowed the 
appeal: in the legal arena Lifo has 
taken the count, and its rival, Fifo — 
first in first out — is in command of 
the ring. 

“The problem of stock ‘valuation’ 
has been extensively rehearsed in re- 
cent years: it is recognized that it is 
not really a ‘valuation’ of the stock 
unsold, but an accounting device 
which is necessary in order to arrive 
at the true costs of the stocks 
that have actually been sold during 


” 


the trading period. The Revenue 
authorities in this country have al- 
ways held that Fifo alone achieves 
this result, and were supported as re- 
cently as 1953 by the Court of Appeal 
in the Broadstone Mills case. The 
Royal Commission, however, regard- 
ed the Revenue’s view as a ‘very large 
claim’: the tax code, it held, laid 
down no rules for ‘valuing’ stocks; 
Fifo had no special sanctity, being it- 
self no more than an estimate, and 
other methods could be and are used 
with equal propriety for ascertaining 
commercial profits. The Commission 
recommended, therefore, that differ- 
ent businesses should be free, with 
suitable safeguards, to adopt the 
method which best suited their par- 
ticular commercial needs. 

“The conditions which justify the 
adoption of Lifo as a proper and gen- 
erally accepted method of account- 
ancy were conspicuously present in 
the Anaconda case, and the decision 
of the Judicial Committee had been 
awaited in the hope that it might lead 
to some rapprochement between the 
fiscal and the commercial concept of 
profit . That hope, short of legislation, 
now seems to have gone. and the time 
has therefore come for Parliament to 
take a hand. ‘Profit’ is a much abused 
word which has already far too many 
different meanings. But when Finance 
Acts charge ‘profits’, the charge ought 
to be on profits computed in accord- 
ance with sound and accepted com- 
mercial and accounting principles. No 
question of avoiding tax comes into 
the argument at all; Lifo can cut both 
ways, beneficial on occasion, and pre- 
judicial on other occasions. But there 
would be much practical relief, and 
no critical danger to the revenue, in 
a system that gives words their prac- 
tical meaning and does not promote 
schismatic definitions.” 
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On the Subject of Hidden Reserves 

The U.K. Royal Commission on the 
Taxation of Profits and Income con- 
sidered that the Lifo method did not 
create a reserve unless one assumed 
that there was some inherent validity 
in the Fifo method, a proposition 
which it was not prepared to accept. 

The Privy Council thought other- 
wise but for some reason rejection by 
the Courts of an accepted accounting 
principle as not resulting in the de- 
termination of “true profits” is fre- 
quently accompanied by a laudatory 
statement that it is an appropriate 
method for arriving at profits for pur- 
poses other than taxation, or where 
the rights of third parties are not af- 
fected. (Apparently the same yard- 
stick need not be applied to state- 
ments to shareholders regardless of 
the importance of decisions which 
they have to make as to selling or 
holding their stock). 


In the Anaconda case the court 
said: 

“Their Lordships do not question 
that the Lifo method or some variant 
of it may be appropriate for the cor- 
porate purposes of a trading com- 
pany. Businessmen and their ac- 
countant advisers must have in mind 
not only the fiscal year with which 
alone the Minister is concerned. It 
may well be prudent for them to carry 
in their books stock valued at a figure 
which represents neither market value 
nor its actual cost but the lower cost 
at which similar stock was bought 
long ago. A hidden reserve is thus 
created which may be of use in 
future years.” (Italics supplied) 

This statement came 25 vears too 
late to assist the officials of the Royal 
Mail Steam Packet Company in the 
classic case relating to hidden re- 
serves. 


American Management Association Seminar 


The first group of educational 
meetings for business executives 
ever to be conducted outside the 
United States by the American Man- 
agement Association will be held in 
Toronto between April 23 and 27. 
These seminars have been scheduled 
to give industrial leaders of Canada 
an opportunity to participate in an 
international educational program 
that is within convenient reach of 
their local operations. 

Two types of seminars will be con- 
ducted, workshop and _ orientation. 
Workshop seminars are made up of 
groups of 15 or fewer executives 
who meet for three full days under 
the guidance of one or more discus- 
sion leaders to exchange knowledge 
and experience in a particular area 


of management thought and _prac- 
tice. Orientation seminars are some- 
what larger meetings conducted in 
classroom style for review of or in- 
struction in a management specialty. 
The orientation seminars sched- 
uled will deal with electronic data 
processing, administration of the 
maintenance function and the func- 
tion of marketing research in indus- 
try. The ten workshop seminars will 
provide discussion on the functions 
of the financial executive, the ac- 
counting function, production plan- 
ning and control, operation of the 
branch plant, the credit function, 
purchasing, the field sales force, or- 
ganization of the chief sales execu- 
tive’s job, executive selection, and 
negotiating the union contract. 
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PLANS ARE ALREADY underway for this year’s annual conference, and C.I.C.A. 
visitors to Halifax can look forward to a technical and social program as 
attractive as those in Winnipeg and Toronto. 

Our host Province this year is Nova Scotia — “the beginning of America”. 
Her farmlands date back to 1605 and Port Royal Habitation was the first 
permanent settlement north of the Gulf of Mexico. Today more than a 
thousand miles of her highways are within sight of the sea, and yachts, 
large and small, ride the waters of every bay. Two hundred year old 
Halifax, the venerable, grey capital of the Province with a steadily mounting 
population of over 100,000, overlooks one of the world’s finest harbours. 
Most recent achievement of the Province’s development program is the 
Angus L. Macdonald Bridge which joins Halifax with Dartmouth and was 
named in honour of the late Premier of Nova Scotia. 

The Annapolis Valley has the largest aggregation of apple orchards 
within the British Commonwealth and after mid-summer the trees are heavy 
laden with fruit. Visitors will find great interest in the Cabot Trail, the 
most spectacular 185 mile drive in Eastern Canada and C.I.C.A. members 
who love the sea will want to linger along Nova Scotia’s South Shore. Those 
who are interested in the past will find themselves in the very heart of history. 
From 1613 to 1815 the Province was a land of soldiers and warfare. Fight- 
ing for Nova Scotia itself lasted a century and a half and every county has 
its old forts and historic battlegrounds. 

The social and business sessions of the Conference will be held at the 
Nova Scotian Hotel situated on the waterfront and the Lord Nelson Hotel that 
overlooks Halifax’s famous Public Gardens. 


$14 





: 













September 10, 11, 12, 1956 


| Halifax, Nova Scotia 


| 


t 


1956 C.I.C.A. Annual Conference 
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Accountant’”’ 


The three “keynote” addresses, setting the theme for the conference, will 
be presented on Monday morning, September 10, by C.I.C.A. President, Gerald 
Martin, by a member in practice and a member in industry. At the mem- 
bers’ luncheon on the same day the guest speaker will be the Honourable 
Robert Winters, Federal Minister of Public Works. Technical sessions on 
Tuesday and Wednesday, September 11 and 12 will again feature papers 
with discussion periods, panel discussions and concurrent group discussions. 

The various committees for the conference are programming an excellent 
series of activities for members and guests. Among special functions are 
an opening reception at the Nova Scotian Hotel, an At Home aboard a Royal 
Canadian Naval vessel and a bus tour to scenic Peggy's Cove and on to 
Hubbards, a holiday resort with good beaches, for a lobster boil followed 
by a square dance. Further details about the technical program and other 
events will be mailed to members early next month. 

Special functions for the ladies are also being planned. A 15 mile bus 
drive and coffee party on the opening day and a coffee party at the Nova 
Scotia president’s home on Tuesday, September 11. A highlight for Wed- 
nesday is a morning reception at Government House, one of the oldest 
executive mansions in North America, built nearly 150 years ago. This will 
be followed by a luncheon at the Lord Nelson Hotel. 

It is not too early for C.I.C.A. members to make their plans with respect 
to the annual conference. Every endeavour is being made to schedule an 
attractive list of topics for the various technical sessions while at the same 
time seeing that visitors to Nova Scotia carry away with them a harvest of 
pleasant memories. 
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L’expert-comptable - homme de 
profession libérale? 


FRERE CLEMENT LOCKQUELL 


LES HOMMES qui exercent un méme 
métier ou sadonnent 4 une occupa- 
tion de méme nature sont, d’instinct, 
inclinés 4 se grouper en association 
légale. C'est un droit naturel que le 
contexte social semble de plus en 
plus favoriser. Une autre inclina- 
tion caractérise les hommes exergant 
des occupations semblables non 
manuelles: ils réclament le titre de 
professionnels. Je désire examiner 
briévement quelles sont les compo- 
santes du concept de profession lib- 
érale, et me demander si J expert- 
comptable peut prétendre au titre de 
professionnel. 


Une méthode rigoureuse m’impos- 
erait de définir d’abord des termes 
plus ou moins connexes, tels que: 
profession, métier, occupation, classe, 
et d'autres dont ils sont plus ou moins 
inclusifs, tels que salaires, revenus etc. 
Je me contenterai de proposer un 
sens approximatif aux termes classe 
et profession. La plupart admettent 
que les catégories sociales que l’on 
appelle classes, telles qu’elles exist- 
ent dans notre histoire contempor- 
aine, constituent une hiérarchie selon 
laquelle les hommes sont appelés a 
participer consciemment et légale- 
ment a la vie collective sous des 
formes de plus en plus appréciées de 
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la société. Autrement dit, les classes 
se distinguent d’aprés la dignité hu- 
maine quelles permettent a leurs 
membres respectifs et d’aprés la 
fonction politique quiils exercent. 
L’aspect économique du _ probléme 
nest ni négligeable ni secondaire, 
affirment les sociologues. 


Caractéristiques de la profession 


Quant 4 la profession, elle partage 
avec la notion de classe cette marque, 
a savoir: que plus elle est libérale, 
plus elle apporte de considération so- 
ciale 4 ceux qui en font partie. Si 
nous examinons, dans la perspective 
commune, et pour ainsi dire popu- 
laire, ce qui sépare le professionnel 
du non professionnel, nous sommes 
dabord confrontés a trois grandes 
caractéristiques. D’abord, I activité 
professionnelle semble exclusivement 
intellectuelle (ainsi se fait jour le 
vieux préjugé contre le travail man- 
uel considéré comme exclusivement 
servile). Une deuxiéme qualité du 
professionnel, cest qu'il jouit ap- 
paremment de lindépendance, qu'il 
posséde un droit diinitiative, qu'il 
nobéit pas 4 un autre, au moins 
dans l’exercice propre .de ses fonc- 
tions, qu il n’est pas astreint 4 une 
discipline extérieure. Enfin, on 
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admet qu'un homme de profession 
exerce une activité désintéressée, 
quil n’a pas pour objet une activité 
productrice au sens étroit ot Saint- 
Simon et Marx entendaient ce mot. 
L’homme de profession ne doit pas 
étre un homme de commerce. 

En gros, la profession évoque 
Yidée d’une activité privilégiée, sup- 
posant une instruction plus ou moins 
cotteuse, l’éducation que prétend 
dispenser la bourgeoisie moyenne, 
des relations influentes, un certain 
capital On remarque également 
chez les professionnels une consci- 
ence de caste, une intention de vivre 
en un monde clos, l’orgueil d’appart- 
enir a un “ordre” dont sont farouche- 
ment exclus ceux qui ne peuvent 
garantir l'ensemble des qualités ci- 
haut énumérées. 


La profession classique 


D’aprés ce baréme, il semble bien 
que soient justifiées les prétentions 
des professionnels-types, c’est-a-dire 
de ceux qui relévent quant 4 leur 
formation académique des __ trois 
facultés des universités médiévales: 
théologie, droit et médicine. Le type 
le plus parfait du professionnel serait 
lavocat dont l’activité serait la plus 
libérale. Viendraient ensuite le no- 
taire et le médicin. (Nous n’examin- 
erons pas la situation trés spéciale du 
ministre du culte.) 

Il n’apparait pas moins évident que 
dans notre contexte social contemp- 
orain, l’exclusivisme de cette classifi- 
cation satisfait de moins en moins 
Yidée que nous sommes amenés a 
nous construire du _ professionnel. 
Nous pourrions d’abord affirmer 


qu'un professionnel doit s’estimer non 
pas tellement d’aprés le niveau qu'il 
atteint grace 4 d’anciennes lettres de 
créance, que par la poussée qui le 


dirige et Yoriente vers lutilité du 
client. 

Ainsi, ce n'est pas la seule condi- 
tion sociale méme éminente qui 
consacre un homme professionnel. 
Par exemple, il peut arriver qu'un 
grand politique n’exerce pas une 
activité vraiment professionnelle. Le 
caractére intellectuel de occupation 
nest-il pas davantage essentiel? La 
plupart des artistes et des écrivains 
s'ajustent mal a cette étiquette. Le 
type dorganisation professionnelle 
est également insuffisant. Il y a cer- 
tains fonctionnaires qui peuvent étre 
nommés professionnels, exemple, les 
instituteurs, tandis qu'un genre d- 
occupation organisé sur le type 
classiquement libéral ne fait pas de 
ses membres de vrais professionnels, 
exemple: l’ordre des pharmaciens, la 
catégorie des médecins de _labora- 
toire, certains chirurgiens trés spé- 
cialisés .... 


Le don de conseil 

Il semble donc qu'il faille élargir 
les frontiéres de la profession libérale. 
Nous pourrions partir d'une défini- 
tion qui, pour n’étre pas complete, 
permet cependant de cerner [es- 
sentiel de la profession. 

“Profession” — “a vocation in which a 
professed knowledge of some department 
of learning or science is used in its 
application to the affairs of other men 
considered individually and personally 
contacted or in the practice of an art 
founded upon it.” 

“The affairs of others” semble un 
élément important de cette défini- 
tion. Autrement dit, le professionnel 
est un homme qui sinquiéte du 
client. D’autre part, les relations en- 
tre le practicien libéral et celui qui le 
consulte doivent s’établir directement 
sur le plan humain. II s’agit d’af- 
faires personnelles plus quéconom- 
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iques (ce qui nempéche pas les 
considérations d’argent d’entrer en 
ligne de compte). Néanmoins, il 
sagit d’abord d'intéréts intimes qui 
ne sont pas toujours nécessairement 
considérables, mais qui ne peuvent 
étre envisagés, défendus ou améliorés 
que par le conseil. Le professionnel 
est un homme qui posséde le don de 
conseil. De par son étymologie 
méme, le terme professionnel indique 
bien la nature de son action. II s’agit 
de proférer, c’est-a-dire de proposer 
par la parole une ligne de conduite. 
La parole du professionnel crée ou 
entretient chez son interlocuteur des 
valeurs morales. Elle s’adresse a 
lintelligence et au sentiment du con- 
sultant et dans la mesure ou il n’y a 
pas d’opposition d’intéréts, il s’ensuit 
une activité vraiment libérale. L’in- 
dépendance du professionnel mesure 
la confiance du client. 


Sous loeil plus ou moins méfiant 
des professionnels “patentés”, certains 
groupements aspirent au statut de 
Yactivité libérale. Parmi eux les 
experts-comptables. I] y a en France 
un “ordre” des comptables agréés 
(dailleurs assez discuté). L'Italie 
de la Renaissance a reconnu comme 
corps professionnel les _ experts- 
comptables qu’exigeait, entre autres, 
activité bancaire des Médicis et 
consorts. Mais les comptables sont 
a4 peu prés inconnus dans le monde 
anglo-saxon d’avant 1850. Au Can- 
ada, les associations comptables 
existent, mais il leur reste encore a 
se faire accepter en tant qu organi- 
sations spécifiquement profession- 
nelles. Leur désir de parvenir 4 ce 
statut est de plus en plus pressant. 
Cette ambition est-elle justifiée? 


Pour clarifier le probléme, il fau- 
drait d’abord écarter comme pré- 
somptueux ceux que lon pourrait 


nommer les manoeuvres de la comp- 
tabilité et qui illégitimement récla- 
ment plus ou moins ouvertement 
d’étre identifiés aux comptables 
agréés (le jour semble encore loin 
ou toute équivoque sera rendu im- 
possible). Quant au  comptable 
agréé, satisfait-il aux exigences de la 
profession libérale? Je pense qu'il 
est inutile d‘insister sur le fait que 
Yactivité comptable n’en est pas une 
de production, qu'elle n’est pas man- 
uelle et qu'elle use comme d'un in- 
strument essentiel et principal du 
langage oral ou écrit. Cette prem- 
iére condition de la profession semble 
bien remplie. On ne saurait alléguer 
certaines occupations mécaniques 
considérées comme serviles: la plu- 
part des professions classiquement 
libérales connaissent ces espéces de 
servitudes, le médicin use d'instru- 
ments et le notaire emploie des 
formules toutes faites. 


Comptabilité et casuistique 


Intellectuellement, les experts- 
comptables offrent de suffisantes 
garanties. Leurs rangs se grossissent 


de plus en plus de jeunes gens a 
formation universitaire et, 4 lusage, 
le public finit par distinguer le 
comptable agréé dont la culture est 
vraiment supérieure du comptable 
agréé dont l’instruction est réduite a 
un minimum de recettes pratiques. 
L’expert-comptable qui a suivi régu- 
liérement le curriculum universitaire 
est ordinairement mieux apprécié et 
plus utilisé que le comptable agréé 
autodidacte. (Il reste que beaucoup 
de taches comptables sont infra- 
universitaires, et que nombre d’entre- 
prises préférent, pour des raisons 
budgétaires, employer des manoeu- 
vres pour les remplir. ) 

Un homme de profession est un 
homme qui n’abandonne jamais la 
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recherche. Cette recherche ne se 
limite pas a l’étude de documents 
livresques: elle se poursuit par 
Yexamen de cas particulieurs. La 
fonction d’expert-comptable com- 
porte une application continue 4 des 
cas d’espéces et, en ce sens, elle 
réclame un esprit de finesse capable 
d’apprécier les contingencies et leur 
subtilité, sens qui échappe trop sou- 
vent a ceux dont un entrainement 
trop technique n’a développé que 
Yesprit de géométrie. Il y a une 
casuistique de la comptabilité comme 
il y en a une de la médecine et de la 
jurisprudence. 

L’expert-comptable exerce une 
activité spécifiquement profession- 
nelle lorsque, ne se contentant pas 
de scruter un état financier anonyme, 
il analyse, en face de son client, les 
circonstances de temps, de lieu, de 
personnes, en un mot, toutes les 
causes qui ont contribué 4 déterminer 
cet état financier. I] juge vraiment 
de situations de fait dans toute leur 
complexité. Il ne se cantonne pas 
dans les opérations exclusivement 
mathématiques. Pour lui comme 
pour le statisticien, les nombres re- 
couvrent des réalités. Ils sont les 
signes diintentions, d’actions, de 
motivations personnelles. Ses con- 
naissances théoriques se terminent a 
une activité pratique. De sorte qu’on 
pourrait parler d’un art comptable 
tout comme on parle d’un art médi- 
cal. 


Comptabilité et coordination 


Le comptable agréé agit profession- 
nellement dans des relations de 
personne a personne. II se pourrait, 
par contre, qu'un administrateur qui 
ne travaille que sur des rapports 
établis par d’autres ne soit pas stricte- 
ment un professionnel. Beaucoup 


doccupations qui, 4 premiére vue, 


semblent éloignées de la _profes- 
sion peuvent paradoxalement exiger, 
aux moins en certaines circonstances, 
des dispositions professionnelles. Les 
conseils que dispense un assureur- 
vie, le choix que guide un libraire, 
Yenquéte que méne un journaliste, 
Yexamen que poursuit un officier de 
Yimpét, la psychologie que déploie 
un vendeur, méme [intuition et le 
goit dont doit faire preuve une 
décoratrice d’intérieur . . . toutes ces 
activités sont au moins provisoire- 
ment professionnelles. 

A plus forte raison, semble-t-il, 
meériterait le titre dhomme de pro- 
fession, le comptable agréé qui doit 
connaitre de choses et de personnes 
variées, situées 4 des degrés divers 
de Yéchelle des valeurs. De plus en 
plus, l’expert-comptable se doit d’étre 
un honnéte homme. Ce que Cicéron 
exigeait de Yorateur, c’est-a-dire de 
Yavocat de son temps, le monde 
contemporain l’attend de celui qui 
compte les pulsations de l’activité hu- 
maine dans le secteur économique, 
domaine qui, instrumentalement au 
moins, conditionne tous les autres. 

On sait d’ailleurs que de plus en 
plus, l’expert-comptable est appelé a 
siéger a l’intérieur de comités et de 
conseils d’administration. La, il joue 
le rédle de conseiller, d’agent de 
planification. Prévisions et contréle 
sont des opérations éminemment 
intellectuelles. Une autre qualité du 
comptable agréé qui lui donne droit 
au titre de professionnel c’est qu'il ne 
vend pas une marchandise. En 
principe, il est désintéressé 4 l’égard 
de son client. Il rend un service et 
méme si ce service est rémunéré 
comme il se doit, il n’est pas appré- 
ciable rigoureusement selon une 
échelle stable de prix. Ce service est 
compensé par des honoraires. I] n’est 
pas acheté. L’échange qui s’établit 
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entre l’expert et son client n’est pas 
un échange commercial, mais un 
échange moral. 

Une preuve indirecte que le 
comptable agréé offre un_ service 
vraiment personnel peut se trouver 
dans la confiance que provoque tel 
bureau plutét que tel autre, et a 
Yintérieur d'une méme étude comp- 
table, lattirance qu’exerce tel indi- 
vidu plutét que tel autre. Ainsi, les 
valeurs étant humaines, elles ne sont 
pas interchangeables. 

Les considérations précédentes ne 
répondent pas adéquatement a la 
question: les experts-comptables 
peuvent-ils étre considérés comme 
exercant une activité proprement 
libéraleP Nous pouvons cependant 
remarquer qua lintérieur de leur 
association, une conscience profes- 
sionnelle s'approfondit de jour en 
jour; que les standards exigés pour 
Yoccupation des postes éminents de 
la carriére sélévent graduellement; 
que la notion de service s’accrédite; 
que la participation des comptables 
agréés a l’établissement ou a la con- 
servation du bien commun augmente 
et provoque plus de respect. Il 
n’empéche que l’expert-comptable n’a 


pas encore imposé aux intellectuels le 
prestige auquel il aspire légitime- 
ment. II reste beaucoup de préjugés 
a vaincre. Jusquici, ignorance ou 
Yindifférence du public relativement 
au réle social de l’expert-comptable 
semblent entretenues par ceux qui 
possédent béatement des titres sécu- 
laires, qui exercent des fonctions 
cataloguées. Mais sans invoquer la 
théorie marxiste de lhistoire, ne 
peut-on pas prévoir une époque de 
Yadministrateur et du_vérificateur? 
Ou encore, si lon croit au retour 
cyclique de histoire, ne pourrait-on 
pas voir poindre 4 Yhorizon une 
époque semblable a celle ot rég- 
naient les grands commis de l'Europe 
continentale des dix-septiéme et dix- 
huitiéme siécles? 

Mais il ne faut pas attendre ce 
nouvel état de choses du seul deé- 
ploiement fatal des forces historiques. 
Ce sont les hommes qui composent, 
qui construisent le contexte social de 
demain. Et il semble bien que 
Yexpert dans la science et l’art de la 
comptabilité prise dans son sens le 
plus largement humaniste, doive y 
jouer un réle de premier plan. 
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SHAREHOLDERS EQuiry — Cont’p 


This is the third in a series ana- 
lyzing the expression of shareholders’ 
equity in published financial state- 
ments. The first instalment (Febru- 
ary, 1956) considered the form of pre- 
sentation and the terminology of the 
caption of this section. The second, 
appearing last month, dealt with the 
terminology used by Canadian ac- 
countants to describe the elements of 
corporate surplus and other miscel- 
laneous items forming part of the 
shareholders’ equity. 


Clear expression of financial infcr- 
mation requires not only adequate de- 
scriptions but also proper classifica- 
tion. Therefore, this discussion would 
be incomplete without an evaluation 
of the effectiveness of the current 
classification techniques. Some gen- 
eral observations on the methods em- 
ployed to identify the amount of the 
owners interest and to distinguish 
the various elements thereof were 
included previously in this analysis 
under the heading “Form of Presen- 
tation” (The Canadian Chartered Ac- 
countant, February 1956, page 127). 


Classification Within Corporate 
Surplus 

Proper classification calls for the 
systematic grouping of financial data 
on the basis of some common charac- 
teristic or feature. Within the corp- 
orate surplus, this common character- 
istic is source. Realized surplus has 
only two sources: contributions and 
earnings, and there is a basic differ- 
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ence between the amounts derived 
from each of these. Adequate ex- 
pression, therefore, requires that the 
classification of surplus items distin- 
guishes between the two sources of 
realized surplus and recognizes simi- 
larities of source. The Committee on 
Accounting and Auditing Research 
suggested in Bulletin No. 11 that this 
can be accomplished very simply but 
effectively by the segregation of sur- 
plus items into two main categories: 
“earned surplus” and “contributed 
surplus”. 

If corporate surplus is made up of 
only one figure representing an unre- 
stricted balance of amounts earned 
during the course of business, there 
is no particular problem. Its actual 
source can be clearly identified in the 
wording of the descriptive designa- 
tion. However, in 1954, 128 of the 
275 survey balance sheets showed 
miscellaneous surplus balances in ad- 
dition to accumulated earnings or 
deficit. (See Table 26(a) of “Finan- 
cial Reporting in Canada.”) Last 
month’s discussion pointed out that 
these items represented amounts de- 
rived from both earnings and contri- 
butions. Unfortunately, in most 
cases the form of presentation failed 
to achieve what could be considered 
adequate expression. Little or no 
effort was made to provide proper 
classification according to the stand- 
ards outlined above. 

Some of the balance sheets showed 
the various surplus balances as in- 
dependent separate figures, thereby 
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implying that there is no similarity 
between them. When corporate sur- 
plus is represented by two balances, 
each derived from a different source, 
there is some justification in this 
form of presentation. On the other 
hand, where more than one of the 
surplus items arise from a similar 
source, this independent extension 
may suggest a dissimilarity which, in 
effect, does not exist. 

Other balance sheets did provide 
some grouping of the elements of 
corporate surplus. However, in most 
cases, this grouping was made to dis- 
tinguish the various items on the 
basis of similar terminology in their 
designations. In other words, the 
presentation differentiated between 
balances described as capital sur- 
pluses, distributable surplus, tax paid 
undistributed surplus, reserves, earn- 
ed surplus, etc. Since little or no 
consideration was given to the actual 
sources of the individual items, this 
form of presentation often resulted 
in the grouping of items derived 
from both earnings and contribu- 
tions. It should not be misinterpret- 
ed as a recognition of similarity or 
dissimilarity in sources. 

The clarity of expression which can 
be achieved by proper classification 
can perhaps be most easily illustrated 
by consideration of presentations 
which are deemed to be ineffective. 
For this purpose, I have selected 
three examples from the annual re- 
ports included in the 1954 survey of 
financial reporting. 

The independent extension of the 
three surplus balances in example 1 
fails to give recognition to the simi- 
larity in their sources. They are all, 
in effect, items of earned surplus and 
should be identified as such. The 
last two items reflect information 


concerning the availability of the 
company’s surplus for distribution to 
the shareholders. The “Tax paid sur- 
plus” represents that portion of ac- 
cumulated earnings which, as a re- 
sult of the actions of management, 
can be distributed to the sharehold- 
ers free of additional income taxes. 
The “Special surplus” indicates a re- 
striction on the amount of earned sur- 
plus available for distribution as divi- 
dends. Under the terms of issue of 
the company’s capital stock, the 
company must set apart each year, 
in a special surplus account, 10% of 
net profits after providing for depre- 
ciation and income taxes until $500,- 
000 has been accumulated at which 
amount it must then be maintained. 
This segregation of earnings prim- 
arily provides protection for the 
Class “A” shareholders who are en- 
titled to a cumulative annual divi- 
dend of $1.50 preferential over all 
other shareholders. As stated in Bul- 
letin No. 11, the disclosure of infor- 
mation such as this should not dis- 
tort the basic classification as to 
source. Adequate expression, in this 
case, could have been achieved very 
simply by the classification of these 
three items under the heading “Earn- 
ed surplus”. 


The form of presentation of ex- 
ample 2 may be confusing. Why are 
the balances “Distributable Surplus” 
and “Earned Surplus” grouped? Is it 
intended to indicate that there is 
some correlation between these two 
items and a basic difference between 
both of them and the'balance desig- 
nated as ‘Capital Surplus”? This 
would certainly not appear to be the 
case. “Distributable Surplus” is the 
statutory designation for that portion 
of the proceeds of the issue of shares 
without par value not allocated to 
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EXAMPLE 1 
Capital stock and surplus: 
Capital stock outstanding’: 


$1,363,790.00 
2,148,363.79 


Earned surplus 
Tax-paid surplus 


Special surplus 


$4,020,867.46 


EXAMPLE 2 


Capital Stock? 
Capital Surplus, arising from the redemption 

of preference shares iw 
Distributable Surplus $ 


Earned Surplus: 
Per statement attached 


EXAMPLE 3 


CAPITAL, RESERVES AND SURPLUS: 
Capital Stock* 
Reserves and Surplus: 
Capital surplus arising from 
redemption of preferred shares 


Reserve against future decline 


in inventory values $1,325,000 
Reserve for replacement of 

KOH. “G5SEUS: 2.5658 4 425,000 
Reserve for contingencies 150,000 
Surplus arising from appraisal of fixed 

assets in 1920 72,701 
Surplus arising from sales of fixed assets 41,909 
Excess of book value of subsidiary at 

date of acquisition over purchase price 83,958 


Earned surplus — as shown 
on attached statement 


$1,953,210.00 
1,721,197.86 
8,713.67 


500,000.00 


8,713.67 


500,000.00 


$4,183,121.53 


$363,400.00 


132,400.00 
26,827.67 


396,024.60 


$2,385,000 


165,000 


$5,281,941 


* The details of the capital stock presented in the financial statement have been deleted 
for purposes of these examples. 
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share capital. It is therefore an item 
of “Contributed Surplus”. “Earned 
Surplus”, on the other hand, repre- 
sents the accumulation of amounts 
earned in the conduct of business. 
Except for the fact that both of these 
balances are elements of corporate 
surplus, there is no similarity between 
them. However, legally they are both 
available for dividends; but this is 
true also of “Capital Surplus”. In ad- 
dition, the “Capital Surplus” bears a 
definite relationship to the “Earned 
Surplus”. The former balance is 
merely a designation and segregation 
of earnings required by section 61 of 
the Companies Act (Canada) 1952. 
This allocation does not alter its es- 
sential character. It remains earned 
surplus but subject to such restric- 
tions as were imposed by the condi- 
tions which dictated its segregation. 
The requirements of clear expression 
could have been met by the grouping 
of these two balances under the de- 
scriptive heading “Earned Surplus” 
and the classification of “Distribut- 
able Surplus” as an item of “Con- 
tributed Surplus”. 


Example 3 displays quite a variety 
of miscellaneous balances. Unfortu- 
nately, this form of expression falls 
far short of achieving clarity. Al- 
though the shareholders’ equity is 
segregated into two sections, there is 
no sub-total for that portion desig- 
nated as “Reserves and Surplus”. The 
wording of this descriptive caption 
might be interpreted as an indication 
that reserves are not part of corp- 
orate surplus. Since reserves repre- 
sent an appropriation of earnings, 
they are in effect an item of earned 
surplus. It is rather difficult to un- 
derstand why six of the miscellan- 
eous balances were grouped over the 
sub-total $2,098,568 while the other 


two surplus items were extended as 
separate figures. There does not ap- 
pear to be any logical basis to this 
presentation and it tends to confuse 
rather than clarify the picture. 


The deficiencies of this example 
could be remedied quite easily. The 
elements of shareholders’ equity 
should be segregated into sub-sec- 
tions: capital stock, surplus, and mis- 
cellaneous items with sub-total ex- 
tended for each. Within the surplus 
portion, the following items should 
be classified under the heading 
“Earned Surplus”: “Capital Surplus 
arising from redemption of preferred 
shares”, (which is an appropriation 
of earned surplus under section 61 
of the Companies Act (Canada) ) 
“Surplus arising from sales of fixed 
assets” and “Earned Surplus — as 
shown per attached statement”. In 
addition, the various reserves should 
be presented by sub-classification un- 
der this main heading. If the bal- 
ance “Surplus arising from appraisal 
of fixed assets in 1920” represents an 
unrealized increase, it is not an ele- 
ment of corporate surplus. It should, 
therefore, be set out as a separate 
item in the shareholders’ equity sec- 
tion and should be identified by some 
term other than surplus or reserve. 


The correct classification and pre- 
sentation of the balance “Excess of 
book value of subsidiary at date of 
acquisition over purchase price” de- 
pends upon the individual circum- 
stances. It has been suggested that 
the excess credit should be shown as 
a deduction from a specific asset or 
assets in the consolidated statements 
if there is objective evidence of their 
overvaluation. In this respect, “Prin- 
ciples of Accounting — Advanced” by 
Finney and Miller includes the fol- 
lowing comment: 











ve WwW 


' (oa. oa 


ce A A i 





ON ee —_—_—_——— SS SO 


ACCOUNTING RESEARCH 


“An adjustment of asset valuations 
is doubtless the procedure which 
would give the most and best in- 
formation to the balance sheet 
reader, but it is a procedure usual- 
ly difficult to apply because of an 
inability to obtain adjusted asset 
valuations supportable by objective 
data.” 


Some accountants believe that the 
excess credit should be shown as a 
deduction from the total consolidated 
assets if allocation cannot be made 
to specific assets of the subsidiary. 
Others, however, are of the opinion 
that it should be reflected as an item 
of the shareholders’ equity. The for- 
mer presentation may be based on 
the theory that the excess represents 
a provision for general overvaluation, 
estimated losses and shrinkage. The 
latter could be supported by the con- 
tention that the process of consoli- 
dation effects a restatement of assets 
which in turn involves an adjustment 
to the shareholders’ interest therein. 
This, of course, leads to the question 
of classification within the sharehold- 
ers’ equity. Should the excess credit 
be set out as a separate item or as an 
element of surplus? If the latter 
were considered to be the more suit- 
able, there would be further consid- 
erations. Is it an item of earned 
surplus or of contributed surplus? 


The annual report from which ex- 
ample 3 was taken does not give any 
information relating to the actual 
purchase of the interest in the sub- 
sidiary. Hence it is impossible to say 
whether or not a clearer picture 
would have been presented if the ex- 
cess credit had been set out either as 
a deduction from a specific asset or 
assets, or as a deduction from the 
total assets. If the present classifica- 
tion is in order, the balance “Excess 
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of book value of subsidiary at date of 
acquisition over purchase price” 
should have been set out either as a 
separate figure within the surplus 
portion classified as to source or as an 
independent separate item of the 
shareholders’ equity. 


Classification of Miscellaneous 
Surplus Balance 

Table 26(b) of “Financial Report- 
ing in Canada”, which was set out 
on page 227 of the March, 1956 is- 
sue of this journal, shows that in 
1954 there was a total of 153 mis- 
cellaneous surplus balances exhibited 
in the survey balance sheets. Last 
month’s discussion indicated that in 
the majority of cases the designating 
descriptions failed to provide informa- 
tion as to the source of these balances. 
The following résumé of the classi- 
fication techniques used in the pre- 
sentation of the various miscellaneous 
surplus balances indicates a similar 
deficiency. Consideration is also 
given to the procedures adopted to 
classify the reserves shown as part of 
the shareholders’ equity. 


CapirsL SURPLUS 


Unfortunately, the classification 
techniques relating to the 71 balances 
set out under “Capital Surplus” in 
Table 26(b) of “Financial Reporting 
in Canada” were equally as ineffective 
as the terminology describing them. 
Neither provided information relat- 
ing to the actual source or sources. 
In practically every case, the capital 
surplus was set out as a separate item 
or as a separate section of the share- 
holders’ equity. This segregation was 
made on a basis of terminology 
rather than source. 

In many cases, the details of the 
“Statement of Capital Surplus” or 
notes to the financial statements in- 
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dicated that the capital surplus figure 
included amounts derived from both 
sources of realized surplus. However, 
since the majority of these statements 
did not provide a breakdown of the 
items included in the opening bal- 
ance, it was impossible to determine 
the total amount received from each 
source. 


Tax Pam UNDISTRIBUTED INCOME 

Only 2 of the 7 tax paid undistrib- 
uted income balances could be con- 
sidered to have been properly classi- 
fied. In both cases, this item was in- 
cluded in a figure designated as 
“Earned Surplus”. The qualification 
of this figure was expanded, on one 
of the balance sheets, as follows: 
“Earned Surplus (including $1,517,- 
043.54 tax-paid undistributed _ in- 
come )”. In the other case, the amount 
of the tax paid undistributed income 
was set out in a separate sub-section 
of the “Statement of Earned Surplus”. 
The total balance of this statement 
was carried in the balance sheet as 
“Earned Surplus”. In 3 cases, the 
figures for tax paid undistributed in- 
come and for earned surplus were set 
out under the caption “Surplus”. This 
presentation should not be misinter- 
preted as an indication of similarity 
in source. Its only. purpose was to 
distinguish the surplus items from 
capital stock. In the 2 remaining 
balance sheets, all surplus items were 
set out as separate independent 
figures, thereby denying any similar- 
itv between them. 


PURCHASE AND/OR REDEMPTION OF 
PREFERRED SHARES 


Nineteen of the 29 balances so 
classified in Table 26(b) represented 
earned surplus appropriated as “Cap- 
ital surplus” under section 61 of the 
Companies Act (Canada). However, 
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only two of the balance sheets con- 
cerned recognized earned surplus as 
the source of the balance. In one 
case it was set out as a separate figure 
in the shareholders’ equity described 
as “Capital surplus (transferred from 
sarned surplus upon redemption of 
preferred shares)”. In the other it 
was included under the caption 
“Capital stock” and described as 
“Earned Surplus — capitalized under 
the provision of section 61 of the 
Companies Act on the redemption 
of preferred shares”. 


Six of the balances should have 
been classified as “Contributed sur- 
plus” since they represented credits 
resulting from redemption or conver- 
sion of shares at less than the amount 
set up as share capital. The balance 
was classified as such in only one of 
the 6 balance sheets concerned. In 
this case, it was included in a single 
figure with a balance described in 
previous statements as “Profit on the 
sale of company’s shares by a sub- 
sidiary under employees’ stock pur- 
chase plan”. This figure was describ- 
ed in the 1954 balance sheet merely 
as “Contributed Surplus” without any 
elaboration or expansion to indicate 
the nature of the items included. In 
the other five cases, the item was set 
out separately in the shareholder’s 
equity section described as surplus or 
capital surplus. 


The nature of the 4 remaining bal- 
ances varied. In one case, a footnote 
to the surplus statement segregated 
the balance sheet item “Surplus aris- 
ing from capital stock transactions” 
into two figures. One represented 
surplus arising from conversion of 
preferred shares and the other 
premium on sale of capital stock. Both 
are items of contributed surplus but 
this classification was not recognized 
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in the balance sheet presentation. An- 
other of these balances represented an 
appropriation of earnings to a sinking 
fund to provide for the redemption 
of preferred shares. However, it was 
not designated as an item of earned 
surplus but set out as a_ separate 
figure in the shareholders’ equity. 
In another case, the balance was 
described as a reserve arising from 
redemption of preferred shares. It 
represented the par value of the 
shares redeemed to date by the 
trustee from a sinking fund reserve 
set up by annual appropriations from 
earnings. It was rather difficult to 
determine just exactly what the re- 
maining balance represented. The 
balance sheet concerned showed a 
total of $50,100 preferred shares re- 
deemed to date. However, the cap- 
ital surplus resulting from redemption 
amounted to only $22,879. The share- 
holders’ equity section set out an ad- 
ditional balance “Sinking Fund for 
Redemption of First Preference 
Shares — $21,161”. The former bal- 
ance had remained unchanged during 
the year while the latter was in- 
creased by an appropriation from 
earned surplus. Since the company 
concerned was incorporated under a 
provincial statute, it does not have to 
provide a segregation and designa- 
tion of earnings similar to that re- 
quired under the Companies Act 


(Canada). 


DISTRIBUTABLE SURPLUS 

None of the 8 items described in 
1954 as “Distributable surplus” was 
classified as an item of “Contributed 
surplus”. However, in one case the 


grouping of the items within the 
shareholders’ equity section might be 
interpreted as an indication that this 
balance had been received by way of 
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contributions from the shareholders. 
There were only three items in this 
section, capital stock, distributable 
surplus, and earnings retained for use 
in the business. The balances of cap- 
ital stock and distributable surplus 
were grouped over a sub-total. Un- 
fortunately, there was no descriptive 
caption to indicate what this sub- 
division represented. 

One of the balance sheets included 
this item in the figure designated 
simply as “Surplus”. The statement 
of surplus supporting this balance set 
out the amount of the distributable 
surplus included therein. The de- 
ficiencies of presentation in another 
of the balance sheets concerned have 
already been pointed out in the dis- 
cussion concerning example 2. In 
the remaining 5 balance sheets, the 
balance was set out as an independent 
separate figure designated as distrib- 
utable surplus. Only one of these 
showed other surplus items which 
should have been classified as “Con- 
tributed Surplus”. 


SURPLUS ON CONSOLIDATION 

Eight of the 12 balances repre- 
senting the excess of book value of a 
subsidiary over purchase price were 
shown as elements of corporate sur- 
plus. Of these, 6 were set out as 
separate items within the sharehold- 
ers’ equity section designated as 
“surplus” or “capital surplus”, one 
was included with other miscel- 
laneous balances and reserves under 
the heading “Reserves and Surplus”, 
and one was classified as “earned sur- 
plus”. Except for this last and sur- 
prising presentation, no reference was 
made in any of the balance sheets to 
classification as to source. 

The remaining 4 balances were 
shown as separate items of the share- 
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holders’ equity and designated by 
qualification not making use of the 


word surplus. 


APPRAISAL INCREASE CREDIT 

The 18 appraisal increase credits 
shown as part of the shareholders’ 
equity were presented in quite a 
variety of ways. Of these, only 4 were 
set out as separate items not desig- 
nated as surplus or reserve. This is 
the form of presentation now recom- 
mended in Bulletin No. 11. The other 
14 were designated as either “surplus” 
or “capital surplus”. Of these, 11 were 
set out as separate independent 
figures, one was grouped with the 
balance “Discount on preferred shares 
cancelled” under the caption “capital 
surplus”, one was set out with earned 
surplus under the heading “Surplus” 
with both balances extended separate- 
ly. One was included with other 
items of surplus and reserves under 
“Reserves and surplus” but the am- 
ount of the appraisal credit was ex- 
tended as a separate figure (see ex. 


8). 


CONTRIBUTED SURPLUS 

Four of the 5 balance sheets show- 
ing “Contributed surplus” set out the 
balance as a separate figure inde- 
pendently of the other elements of 
corporate surplus. In the remaining 
case, this item was set out together 
with the balance of earned surplus 
under the heading “Surplus”. This 
grouping merely indicated the segre- 
gation of the total shareholders’ equity 
between capital stock and surplus. As 
indicated last month, in only one case 
was the designating description ex- 
panded to indicate the nature of item 
described as “Contributed Surplus”. 
This term was recommended in Bul- 
letin No. 11 as a classification head- 
ing, not as terminology to be used to 


qualify an item of surplus. 


RESERVES 

“Since reserves are segregations of 
earned surplus, it is desirable that 
they be shown on financial statements 
as constituting part of the share- 
holders equity”, states Bulletin No. 9 
issued by the C.I.C.A. Committee on 
Accounting and Auditing Research. 
Of the 116 balance sheets showing 
reserves on the liability side, 37 used 
this recommended form of presenta- 
tion (see Table 24 of “Financial Re- 
porting in Canada”). However, there 
was quite a variety in the actual pro- 
cedures of disclosure. In only 2 cases 
was the reserve positively classified as 
an item of earned surplus. The bal- 
ances of earned surplus and of the 
reserve were grouped under the de- 
scriptive headings “Earnings retained 
for use in the business” and “Earn- 
ings employed in the business”. The 
total thereof was extended as a sub- 
total of the shareholders’ equity. One 
other balance sheet divided the sec- 
tion headed as “Surplus” into two 
figures, one described as “Unappro- 
priated” and the other as “Appropri- 
ated as...”. The total surplus was 
extended as a sub-total of the share- 
holders’ equity. The remaining bal- 
ance sheets made no reference to the 
actual source of the balance desig- 
nated as a reserve or reserves. Re- 
serves were extended as a separate 
item or items or as a sub-section of 
the shareholders’ equity in 80 cases. 
This includes 6 instances in which all 
elements of the shareholders’ equity, 
including reserves, were extended as 
separate balance sheet items. In the 
remaining 4 cases, the reserve or re- 
serves were set out as a separate 
figure or figures or sub-division under 
the heading “Surplus and reserves”. 


(To be concluded next month) 
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BY KENNETH M. PLACE, C.A. 


Administrative Accounting 


Tue Cost or ACCOUNTING 


With the ever-increasing pressure 
in all phases of industry and com- 
merce attendant upon today’s high 
level of activity and competition, 
more and more thought is being given 
to work and procedure simplification. 
In the past most of the emphasis in 
this field has been placed on produc- 
tion methods, distribution, material 
handling and other phases of the 
physical production of goods and ser- 
vices. Recently, however, there has 
been an increasing trend toward criti- 
cal examination and revision of the 
methods and procedures used to re- 
cord the results of operations. It 
might be appropriate to review some 
of the more simple changes which 
larger companies have introduced 
during recent years with the object 
of cutting down clerical work and 
costs. 


Many factors have combined to 
make the “keeping of records” an 
item of major expense in business to- 
day. The tremendous increase in 
volume of goods produced and sold, 
the demand for up-to-date, accurate 
information, the complexities of tax- 
ation, these and many other factors 
have all had their impact on the 
clerical costs of commerce. Not the 
least of these, however, has been the 
tradition of accuracy to the last cent 
which has been cherished in some 
quarters for so long. This brings us 
to the first innovation, popularly 


known as “cents elimination” aimed 
at simplification. 

Briefly, “cents elimination” is just 
that; this is a little too brief, how- 
ever, so let us take a further look. 
An ever-increasing number of com- 
panies have come to the conclusion 
that detailed record keeping of cents 
is not worthwhile. Accordingly, all 
internal accounts are kept in dollars 
only. Where an outside account, 
such as a bank account or customers’ 
accounts, is involved and cents must 
be recorded, the balancing entry is 
posted to a “cents elimination ac- 
count”. All amounts of 50c and up 
are raised to the next higher dollar, 
and below 50c they are dropped to 
the next lower dollar. For example, 
a debit of $9.51 becomes a debit of 
$10.00 with a credit of $0.49 to “cents 
elimination” and a debit of $9.49 be- 
comes a debit of $9.00 with a debit 
of $0.49 to “cents elimination”. 


On the surface, this does not seem 
to be a great time or labour saver, 
but when you consider the complete 
application of this procedure, the ad- 
vantages begin to assume greater 
magnitude. The recording of two 
digits is eliminated on all internal 
entries, the capacity of all posting 
machines used internally is automa- 
tically increased, and infinite time is 
saved in eliminating the necessity of 
balancing internal accounts to the 
last cent. What are the disadvant- 
agesP I have observed this system 
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in use for more than ten years and 
have yet to come across one. What 
are the main objections? The prin- 
cipal one is that it offends those who 
make a fetish of accuracy. What 
is its actual effect on the accuracy 
of the records? Very minor; since 
items under 50c drop down and those 
over 50c go up, the offsetting effect 
eliminates any major inaccuracy, and 
the amount remaining in the “cents 
elimination account” is always small 
in relation to the total number of 
dollars involved. 

A second development which fol- 
lows somewhat along the lines of 
“cents elimination” is the growing 
tendency to simplify raw materials 
and stores accounting records. The 
most popular method of doing this is 
the elimination of value records for 
all items with a net value of less 
than a given amount. Usually a sta- 
tistical study is necessary to deter- 
mine the unit valuation to be used, 
taking into account the gross value 
of the inventory concerned, the rela- 
tionship of the gross value of the is- 
sues and receipts at various unit 
values to the gross inventory value, 
and the actual number of requisitions 
and postings involved at representa- 
tive unit values. Once a decision has 
been made as to the point where the 
unit value of the inventory items ne- 
cessitates accurate records, the system 
can be put into effect. All dollar ac- 
counts for items which do not justify 
the maintenance of actual records are 
eliminated. Purchases are charged to 
costs as made. In some cases, quan- 
tity accounts are kept in order 
to assist in maintaining adequate 
stocks, but these are usually very ele- 
mentary, consisting in most cases of 
bin cards or some similar record 
showing purchases and issues in 
quantity only. 


A system of this type has a num- 
ber of advantages. It eliminates the 
necessity of calculating unit values 
on a large number of items and cuts 
down the volume of postings im- 
measurably because in most plants 
more than 75% in number of all is- 
sues have a unit value of less than 
$5.00. Balancing of inventories and 
distributing the cost of stores and 
supplies issued are greatly simplified. 


There are, of course, some undesir- 
able features which must be fully ex- 
plored. It is easier for misappropria- 
tions to occur, since the degree 
of control is much looser than pre- 
viously exercised. In making such a 
simplification, this fact must, of 
course, be given proper considera- 
tion. Another important factor is the 
effect opposite income tax regula- 
tions respecting the valuation of in- 
ventories. The problems here, how- 
ever, can be easily overcome by 
taking an actual count once a year, 
in the last month of the fiscal period. 
This inventory is then valued and 
taken into the accounts. It may be 
carried at that value for the ensuing 
year with any necessary adjustment 
being made at the end of the year, 
or it may be reversed immediately, 
whichever is the more desirable. A 
similar procedure is also used by 
many companies to record the value 
and annual changes in the value of 
small tools inventories. 


Another trend towards simplifica- 
tion occurs in the recording of time 
worked by hourly-paid employees. 
Until a few years ago, time-clocks 
with all their attendant nuisances 
were a standard fixture in establish- 
ments employing hourly-paid work- 
ers and in many others too. Recent- 
ly, however, there has been a decid- 
ed swing away from their use. On 
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the surface, there appears to be much 
in favour of time-clocks as a means 
of accurately recording the time 
spent on the job by employees. If 
you investigate a little further, how- 
ever, it becomes apparent that the 
degree of accuracy claimed for them 
is a myth. In the first place, with 
the size of today’s plants, it is im- 
possible for gatekeepers to recog- 
nize every employee, and in many 
cases nothing could be simpler than 
for one employee to punch others in. 
Again, with many plants covering 
large areas, the simple fact that a 
man has punched in is no assurance 
that he is at his place of work. In 
addition, the necessity of punching 
in can cause very considerable con- 
gestion when shifts are changing and 
is thus responsible for waste time 
and needless annoyance to the em- 
ployees. 


You may well ask what is the al- 
ternative. In most cases foremen 
are in an excellent position to keep 
accurate records for this purpose. In 
fact, in the majority of plants they 
are required to do so for purposes 
of allocating the time worked to the 
various cost accounts involved. What 
then could be more natural than to 
utilize these records that are already 
available? There are, of course, cer- 
tain problems to overcome. One of 
these concerns how to give credit for 
time taken to get from the point where 
time-clocks would normally be situ- 
ated to the actual place of work. 
This is overcome by calculating the 
time so spent and adding it to the 
employee’s working time for the day. 


What are the advantages of a sys- 
tem such as this? Apart from elim- 


ination of the nuisances outlined, the 
main one is the resultant simplifica- 
tion of payroll procedure. No longer 
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is it necessary to balance daily clock 
cards with the foreman’s time sheets. 
No longer is the man’s pay calculated 
from the clock record and the clock 
cards totalled and balanced with the 
allocation of the charges to the vari- 
ous departments calculated from the 
individual foreman’s records. Thus by 
cutting out a considerable amount of 
needless duplication and a_ tedious, 
time-consuming balancing operation, 
as much as 40% of the time required 
to prepare payrolls can be saved. 


There are, of course, other areas in 
which very worthwhile savings can 
be achieved, in many cases with only 
minor changes in existing procedures. 
One of the more fruitful of these is 
necessarily in product costing. Here 
the fetish for accuracy is too often 
given rein unless proper intelligent 
supervision is exercised. I well re- 
member one plant where the prod- 
uct cost sheets comprised 60 pages 
and yet the particular process used 
was not an involved one. Truthfully 
in this case it could be said “The 
finer the tolerance, the greater the 
cost”. Admittedly, there is a great 
temptation in the field of cost ac- 
counting to allocate costs with an 
ever-increasing degree of refinement. 
There is always a challenge to a cer- 
tain type of accountant to charge 
all items of cost to the particular 
department concerned with the ut- 
most degree of accuracy. I have 
seen this phobia carried to the point 
where a $14 long distance bill was 
split on a percentage basis to four sep- 
arate process cost accounts. This. of 
course, verges on the ridiculous when 
sO many major items of cost, such as 
plant supervision, certain overhead 
expenses, etc., are nothing more than 
approximations based on the judg- 
ment and experience of the cost ac- 
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countant in consultation with the 
works operating personnel. A criti- 
cal review of the cost accounts at 
most plants, bearing in mind that 
their primary objectives are to give 
reasonably accurate product costs 
and to assist management to control 
these costs by making decisions 
based on the proper information, will 
yield many opportunities for the re- 
duction of detail and at the same 
time achieve worthwhile clerical sav- 
ings. 

Only a very few examples of pro- 
cedure simplification have been cited 
in this review. No doubt readers can 
think of numerous examples within 
their own experience where similar 
reductions in effort and cost have 
been effected with relatively minor 


changes in accounting procedures. 
One of the main points to be stress- 
ed, however, is the high cost of ac- 
curacy to “the last cent”. Naturally 
the accounting system must be de- 
signed to give a maximum of accur- 
acy and control, but this “maximum” 
of accuracy and control must be com- 
patible with the cost of obtaining it. 
It is a function of a good accountant 
to exercise judgment in the formula- 
tion of procedures and policies to 
ensure that the results justify the 
effort involved. 

Surely here is one of the chal- 
lenges in the field of industrial ac- 
counting today — to achieve the 
maximum of accuracy and control 
with the minimum of clerical cost 
and time. 
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MAGAZINE ARTICLES 


ACCOUNTING 

“ELECTRONIC DATA PROCESSING AND 
THE ACCOUNTING AND FINANCE FUNC- 
tions’, by Norman J. Ream. The 
Illinois Certified Public Accountant, 
Autumn, 1955, pp. 31-39. 


Mr. Ream, Director of Systems Plan- 
ning for the Lockheed Aircraft Cor- 
poration, discusses the nature and im- 
portance of integrated data process- 
ing and briefly reviews the history of 
electronic data processing machines 

He advises that the only practical 
basis on which to determine whether 
or not an electronic data processing 
machine will improve efficiency is to 
study the data and systems concepts 
currently available and the procedures 
currently followed. This course of 
action is recommended because the 
machines presently available have 
been developed to duplicate, by the 
application of electronic principles, 
the results now being obtained by 
other methods. 

Will the installation of electronic 
equipment develop information pre- 
viously unobtainable? Will the equip- 
ment reduce clerical costs through the 
elimination of paper work and the 
reduction in clerical staff? These ap- 
pear to the author to be the two cri- 
teria of major importance in evaluat- 
ing the feasibility of utilizing data 
processing equipment. He suggests 
that from a psychological and eco- 
nomic standpoint it is better to con- 


duct initial experiments in an area 
where increased efficiency in terms of 
cost reduction can be clearly demon- 
strated. 

To the accountant, the effect on in- 
ternal control is one important as- 
pect of electronic data processing. 
Mr. Ream sees the need for a re- 
formulation of our concepts in this 
area. In support of his contention, he 
mentions the case of a new machine 
currently being developed that will 
eliminate all the documents conven- 
tionally used in payroll accounting 
except for the workers’ identification 
card. 

Many of our current post-auditing 
techniques and pre-processing con- 
trols will no longer be applicable. 
states Mr. Ream. The auditor's real 
concern will be with seeing that only 
approved data gets into the system 
and that adequate controls are estab- 
lished to ensure that unapproved or 
dishonest data are not accepted. 


On the role of the auditor in an 
electronic era, Mr. Ream continues: 

“. . . It seems that public ac- 
countants and internal auditors 
will, of necessity, devote careful at- 
tention to programming techniques 
in order to ensure themselves that 
the electronic data processors will 
produce proper results if fed the 
proper information. They will .I- 
most certainly test by using theoret- 
ical transactions and check the ma- 
chine answers against independ- 
ently calculated results. They may 
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likewise test actual transactions 
against actual answers to ensure 
that actual results are correct. 
“Both public and internal audi- 
tors will have to be in a position to 
review the programming technique 
developed before the initial opera- 
tion is commenced in order to satis- 
fy themselves that adequate con- 
trols have been provided. . . .” 


AUDITING 

“THe Opjecr OF A STATUTORY AUDIT” 
by R. G. W. Wood. The Chartered 
Accountant in Australia, September 
20, 1955, pp. 141-143. 


Mr. Wood, a Fellow of the Insti- 
tute of Chartered Accountants in 
Australia, takes issue with a statement 
published by the Council of the In- 
stitute in which is incorporated a 
paragraph to the effect that the main 
purpose of the statutory audit is the 
expression of opinion by the auditors 
on the accounts examined by them. 
In the statement, the detection of 
“peculations by employees” is held 
to be “incidental to the main pur- 
pose”. But the anditor is admonish- 
ed to satisfy himself that “the intern- 
al control, together with his audit 
procedures, guards against major 
frauds... 

Mr. Wood argues that the prim- 
ary emphasis should be placed on the 
auditor’s responsibility for the de- 
tection of fraud and error: 


“«< 


” 


. . . It seems clear to me that 
the objects of an audit, even a 
statutory audit, have not changed 
since auditors were first appoint- 
ed by the proprietors of businesses. 
Their purpose was and is the de- 
tection of fraud and the discovery 


of the truth. The compulsory ap- 
pointment of auditors under the 





THE CANADIAN CHARTERED ACCOUNTANT, APRIL, 1956 


Companies Act, first included in 
the Statute in 1900, was designed 
primarily to protect the sharehold- 
ers from unscrupulous directors, 
and to ensure that the auditors 
were able to reach the share- 
holders by making their annual re- 
port compulsory. I think the man- 
ner in which the relevant sections 
of the Companies Act are framed 
indicates that no change in the 
auditor's objects was intended. 
Their final certificate on a com- 
pany’s balance sheet is merely the 
logical sequence to their examina- 
tion of the company’s transactions 


” 


Since the wording of section 124 
of the Companies Act (Canada) 1934 
is substantially the same as the relev- 
ant section of the Australian Com- 
panies Act, Mr. Wood’s contention 
should raise some interesting ques- 
tions in the minds of Canadian prac- 
titioners. The issue is reported to 
have given rise to a great deal of pro- 
vocative thought and discussion in 
Australia. 


BUSINESS 


Bank of Montreal Business Review, 
January 27, 1956. 


The almost uninterrupted expan- 
sion in the annual volume of capital 
expenditure on new plant, equipment 
and housing is stated to be the dy- 
namic force behind Canada’s postwar 
growth, the proportion of the current 
output of goods and services used 
for the creation of new physical as- 
sets having risen from 11.4% in 1946 
to 18.5% in 1955. A continuation of 
this trend would reportedly result in 
the proportion of goods and services 
utilized for investment increasing to 
more than 25% by 1965. This is con- 
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sidered to be an unlikely develop- 
ment. For this reason, a decline in 
the rate of growth of capital expendi- 
ture is anticipated. 

The increase in capital investment 
over the last decade has apparently 
taken place at the expense of external 
trade which, in 1955, represented only 
17.7% of the gross national product 
in comparison to 21.5% in 1946. There 
is reason to believe, however, that ex- 
ports as a whole may assume a more 
important relative role in the Can- 
adian economy in the years ahead. 

A decline in the rate of increase in 
the Canadian population is expected 
in the next decade. The decrease in 
immigration in conjunction with a 
levelling off in the number of births 
is expected to offset any continuation 
of the decline in death rates. Despite 
this fact, a relative shortage of labor 
until the early 1960's is forecast. 

Concluding on a resounding note, 

the Review states: 
“... there seems to be good rea- 
son ‘to believe that growth, with 
its attendant benefits and problems, 
will continue to be the hallmark 
of the Canadian economy ee 


FINANCE 

“ErrectivE Stock Spuits.” by C. 
Austin Barker. The Harvard Busi- 
ness Review, January-February, 1956. 
p. 101-106. 

Financial writers frequently assert 
that the original holders of common 
stock automatically realize a gain 
from a stock split. To test this hy- 


pothesis, Mr. Barker, who, inter alia, 
is manager of financial research with 
The Cleveland Electric [luminating 
Company, studied the activity of the 
shares of 90 companies that had split 
their stock in the period from 1951]- 
1953. All the companies are listed 
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on the New York Stock Exchange. 

On the basis of his study, M1. 
Barker reports that, despite the vir- 
tually unanimous opinion to the con- 
trary, stock splits do not automatical- 
ly bring about a lasting increase in 
the market prices of stocks which al- 
ready have a broad ownership base. 
The significant factor is dividends. 
In 35 cases in which the stock split 
was accompanied by a dividend in- 
crease, seemingly lasting price gains 
averaging 15% were effected. On the 
other hand, no lasting gains were de- 
tected in 55 stocks where the split-up 
was unaccompanied by a dividend in- 
crease. 

Mr. Barker concludes that if the in- 
vestor is to realize a genuine gain 
from a.stock split, the most success- 
ful course of action is to follow the 
split-up with a cash dividend increase 
timed to occur on the next payment 
date after the split 


EDUCATION 

“UNDERGRADUATE CURRICULUM Stupy.” 
Report of the Task Committee on 
Standards of Accounting Instruction. 
The Accounting Review, January, 
1956, pp. 36-42. 


In January, 1954, the Standards 
Rating Committee of the American 
Accounting Association recommended 
that an undergraduate business stv- 
dent majoring in accounting should 
devote approximately 25% of his time 
to accounting courses, 25% to other 
business courses, and 50% to non- 
business courses.. The Committee on 
Standards of Accounting Instruction 
now reports on an empirical study of 
the curricula of 100 schools consider- 
ed to be representative of all schools 
offering an accounting major or con- 
centration. 
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Ten tables are submitted with the 
report, in the last of which the com- 
mittee has prepared what it believes 
to be a curriculum for accounting 
majors typical of the reporting 
schools. This table, submitted below, 
reveals the wide conversance with 
other areas of business administration 
commonly required of accounting stu- 
dents in American universities. In 
interpreting the table it should be 
noted that ‘38 hours’ represents one 
term’s work only. 


Typical Curriculum for Accounting Majors 
Accounting Courses Hours 
Elementary 6 
Intermediate 

Advanced 

Cost 

Auditing 

Income tax 

Additional auditing or cost 
Electives 
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Total (25%) 31 

Other Business Courses: 

Corporation finance 

Marketing 

Money and _ banking 

Business law 

Statistics 

Electives in business 


Total (25%) 31 
Nonbusiness Courses: 
English composition 
English literature 
Economics 
Mathematics 
Natural sciences 
Social sciences other than 
Economics 
History 
Public speaking 
Electives and assorted 
requirements 25 


Total (50%) 64 
Total hours 126 
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MANAGEMENT 

“THe PRACTISING ACCOUNTANT’s RE- 
LATIONSHIP TO MANAGEMENT AC- 
COUNTING, by R. G. Leach. The 
Accountant, January 7, 1956, pp. 12- 
18. 


“THE PRODUCTION OF ACCOUNTING IN- 
FORMATION FOR MANAGEMENT,” by 
W. W. Fea. The Accountant, January 
14, 1956, pp. 33-41. 


“EFFECTIVE USE OF MANAGEMENT AC- 
COUNTING,” by Ian T. Morrow. The 
Accountant, January 21, 1956, pp. 
60-64. 


These three papers represent a 
valuable addition to the growing 
body of literature on the subject of 
management accounting. The first is 
by an accountant in practice; the 
second by an accountant in industry; 
the third by an industrial executive. 

By its very nature the material de- 
fies summarization in the space avail- 
able. Suffice it to note the sharply 
divergent viewpoints presented in the 
first and third papers. Mr.. Leach 
thinks that the accounting practitioner 
needs no special training to be a suc- 
cessful management consultant. A 
course of specialized reading and the 
cultivation of brevity and clarity in 
report writing appear to him to be 
sufficient training for the task. Mr. 
Morrow, on the other hand, considers 
some executive experience in industry 
to be a fundamental prerequisite for 
partners and staffs of professional 
firms to represent themselves as con- 
sultants. 


Commenting editorially on this 


point, The Accountant states: 

“The alignment of opinion is 
clearly defined. There is, on the 
one hand, the view held by prac- 
tising accountants that they are 
able in their existing capacity, by 
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reason of their general training and 
experience, to undertake any as- 
signment in the field of manage- 
ment accounting that clients may 
offer. The opposite view, put for- 
ward by qualified accountants who 
have taken up careers in industry, 
is either that the general practi- 
tioner should act as industrial con- 
sultant only after having had prac- 
tical executive experience in in- 
dustry or that he should refrain 
altogether from accepting work 
connected with management ac- 
counting .. .” 

This important difference in view- 
point is sometimes in evidence among 
accountants in Canada. With man- 
agement accounting becoming an in- 
creasingly important part of the pro- 
fessional accountant’s practice and 
with many members leaving practice 
to follow careers in industry, all ac- 
countants would be well advised to 
obtain copies of these articles. Many 
significant questions remain unan- 
swered, but between them they offer 
a penetrating insight into the prob- 
lems involved. 


SELECTED READING 


Accounting 

“Accounting for Research and Development 
Costs,” by National Association of Cost Ac- 
countants. NACA Bulletin, June, 1955, Sec. 
8, pp. 1373-1437. 

American Institute of Accountants, Account- 
ing Research Bulletin No. 45. Long-term 
construction type contracts. 


Auditing 

“Direct Costing — Should it be a Contro- 
versial Issue?” by R. Lee Brummet. . The 
Accounting Review, July, 1955, pp. 439- 
443. 

“Is Direct Costing the Answer?” by Rob- 
ert Beyer. The Journal of Accountancy, 


April, 1955, pp. 45-49. 


Economics 

“What is Ahead for Canada?” by C. M. 
Short. Dun’s Review and Modern Indus- 
try, September, 1955. 


Education 

“Training for the Profession,” by Donald 
P. Perry. The Journal of Accountancy, No- 
vember, 1955, pp. 66-71. 


Equipment 

“Auditing, Control and Electronics,” by A. 
B. Loan, Jr., The Journal of Accountancy, 
May, 1955, pp. 40-45. 

“Introduction of Electronic Digital Com- 
puters,” by James J. Sullivan. Arthur 
Young Journal, April, 1955, pp. 1-12. 


Finance 

“Corporation Finance in Canada,” by C. A. 
Ashley, F.C.A. and J. E. Smyth, C.A. 
The Macmillan Company of Canada, Limit- 
ed. 253 pp. $3.95. 


Management 

“Operations Research — What it is and 
What it does,” by Robert A. Wofsey. Arthur 
Young Journal, July, 1955, pp. 12-19. 
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BY MELVILLE PIERCE, B.A., LL.B. 


The Tax Review 


Wuere StTanps Liro Now? 


On December 13 last the Judicial 
Committee of the Privy Council pro- 
nounced its long-awaited judgment 
in the Anaconda American Brass 
Ltd. appeal, with the result that the 
company now finds itself liable to 
pay more than $700,000 additional 
tax for 1947. There can be few ac- 
countants in this country who are 
not familiar with the issues involved 
in that case and with the opposing 
arguments advanced by the respec- 
tive sides, and few of them who will 
not regret that once again, as so 
often before, the Courts have ruled 
that accounting principles do not de- 
termine annual profit for tax pur- 
poses. 

The Anaconda company carried on 
business as a processor of metal, and 
its policy was to fix its selling prices 
by reference to the replacement cost 
of the metal content of the products 
sold. The company purchased enor- 
mous quantities of metal, chiefly cop- 
per, each year, and its inventory was 
turned over three or four times a 
vear. No attempt was made by the 
company to identify the particular 
metal used in processing at any time, 
and although it knew what stock it 
had on hand at the beginning of each 
year and what stock it purchased 
during the year and what stock it 
had on hand at the end of that year, 
it had no means of knowing what 
prices had been paid for the actual 
metals used during the year or what 


precise metal was on hand at the end 
of the year. 

Prior to 1947 the price of the metals 
used by the company had_ been 
stable, but in 1947 the price began 
to rise very rapidly, and the com- 
pany thereupon decided to employ 
Lifo in valuing its inventory for tax 
purposes, that method being already 
in use by the company for valuing its 
inventory for its own corporate pur- 
poses. The effect of adopting this 
method of valuation for tax purposes 
in 1947 was to attribute to the com- 
pany’ closing inventory of copper 
a cost of $1,355,000, whereas under 
the Fifo method (which the Minister 
employed) the cost attributed to the 
closing inventory was over $3,000,000. 
It need hardly be stated here that 
Lifo is merely an assumption as to 
the flow of inventory costs and does 
not have, or at least does not purport 
to have, any relation to the actual 
physical facts. 

When this appeal came on for 
hearing, the Minister conceded that 
an assumption would have to be 
made regarding the metal actually 
used during 1947, but he _ insisted 
that the Fifo method more truly re- 
flected the true profit for that year 
than the Lifo method. In valuing 
stock-in-trade on hand at the begin- 
ning and end of an _ accounting 
period, the Minister argued, it was 
the actual stock on hand to which 
regard must be had and its actual 
cost that must be ascertained so far 
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as possible. It was only when the 
true cost of the closing inventory 
could not be ascertained as a fact 
that an assumption or estimate was 
permissible, argued the Minister. He 
then contended that in the case of 

Anaconda, the Fifo method more 

nearly than the Lifo method repre- 

sented the facts, and cited the fol- 
lowing facts in support: 

(1) In the last three months of 1947 
Anaconda bought more copper 
than it had on hand at the end 
of 1947 and all of that metal 
could therefore not have been 
processed during 1947. 

(2) The adoption of Lifo by Ana- 
conda involved the assumption 
that more than 6 million pounds 
of copper purchased by the com- 
pany before 19386 (at 7.5c a 
pound) was still on hand at the 
end of 1947 (when the price had 
risen to more than 2lc a pound). 
Both of these assumptions, the 
Minister implied, were manifest- 
ly absurd. 

The Minister, it will be seen, was 
in fact relying upon the onus provi- 
sion of the Income War Tax Act, 
namely that it is for an appellant to 
establish that an assessment is wrong, 
not for the Minister to establish that 
it is right, and he therefore did not 
seek to show that Fifo was the most 
accurate of all methods for valuing 
Anaconda’s inventory: he merely 
argued that Lifo did not more near- 
ly than Fifo reflect the true income 
of the company in the present case. 
And that, said their Lordships, was 
the issue for decision on this appeal. 

The company’s contention, to put 
it shortly, was that annual income for 
tax purposes is determined by accept- 
ed accountancy practice unless the 
Act otherwise provides, and that in 
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the present case the trial Judge had 
found that Lifo was not only an ac- 
ceptable accountancy method but 
that it was the most acceptable meth- 
od and that the method adopted by 
the Minister was not a proper one. 


In the result, the Judicial Com- 
mittee of the Privy Council rejected 
the company’s argument and _ ac- 
cepted the Minister’s. They referred 
to the case of Whimster v. C.LR. 
(1925) 12 T.C. 813 and said that 
both before and ever since that de- 
cision what was to be valued at the 
beginning and end of the accounting 
period had for tax purposes been 
taken to be the actual stock so far as 
it could be ascertained. “It is in 
fact,” their Lordships proceeded, “so 
far as tax law is concerned, a novel 
and even revolutionary proposal that 
the physical facts should even where 
they can wholly or partly be ascer- 
tained be disregarded for the purpose 
of the opening and closing inventory 
and a theoretical assumption made 
which is based on a supposed ‘flow 
of cost’ and an ‘unabsorbed residue 
of cost.” The Lifo method, they 
added, had travelled far from the 
conception which had hitherto pre- 
vailed in the assessment of income 
for tax purposes. 


In the course of its argument, the 
Anaconda company had pointed to 
the capricious and _ illogical results 
which the actual user test would pro- 
duce if applied by identification of 
parcels of homogeneous material pur- 
chased at various prices. This argu- 
ment made its impression on their 
Lordships, who conceded that actual 
user might not always be the final 
test and intimated, in an obiter dic- 
tum, that in the circumstances de- 
scribed by the company the aver- 
age cost method might well be adopt- 
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ed. “For that method,” they said, 
“like the Fifo method, brings into ac- 
count the cost of every purchase in 
its order”, whereas under Lifo the 
cost of some purchases might never 
be brought into account at all. 

In times of rising prices, the Lifo 
method, they proceeded, resulted in 
the creation of a hidden reserve 
which might be of use for the corp- 
orate purposes of the company in 
future years but not, they empha- 
sized, for income tax purposes. “The 
Income Tax Act is not in the year 
1947 concerned with the years 1948 
or 1949; by that time the company 
may have gone out of existence and 
its assets been distributed.” 

It is clear from their Lordships’ 
judgment that in the computation of 
annual business profits for income tax 
purposes regard must be had to the 
ascertainable facts, and that an ac- 
counting assumption which contra- 
venes the true facts may not be sub- 
stituted for the truth except, perhaps, 
where a computation based on the 
true facts would lead to capricious 
and illogical results. Thus, the Judi- 
cial Committee intimates, in valuing 


an inventory of homogeneous ma- 
terial the average cost method might 
properly be adopted in preference to 
the actual user test, which in some 
circumstances would lead to capri- 
cious and illogical results. 

The case is important for clarify- 
ing some basic principles of income 
tax law. First it makes it clear that 
for income tax purposes periodic 
business profits must be computed 
more stringently than accounting 
practices would require. In particu- 
lar, it indicates that for tax purposes 
each taxation year must be looked 
at in isolation from prior and subse- 
quent years. Also, as was perhaps 
to be expected, it indicates the in- 
veterate preference of the Courts for 
proof based upon external and veri- 
fiable facts rather than upon assump- 
tions and mental conceptions. 

The case does not rule out Lifo for 
all purposes. It is likely that Lifo 
will be a permissible method of in- 
ventory valuation for tax purposes if 
it conforms to the facts, i.e. to actual 
user, but even then it might be pro- 
hibited if the actual user test led to 
capricious and illogical results. 
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BY J. E. SMYTH, C.A. 


Students Department — ower vriverity” 


A TALE OF Two STUDENTS 

James and John were both intelli- 
gent and hard-working, they prepared 
their accounting exercises with metic- 
ulous care and demonstrated in their 
answers that they paid attention to 
their instruction. Before the account- 
ing examination, the teacher told all 
his students that if they could not get 
a part of a question to balance, they 
should not spend a great deal of time 
trying to locate the error; too much 
time might be wasted when they 
could be garnering marks on other 
questions. 

Then came the EXAMINATION. 
James omitted cash discounts from 
his income statement and could not 
balance; he made a note that there 
was a mistake somewhere and carried 
on with other problems. He lost only 
two marks on the question and com- 
pleted the paper with a mark of over 


90. John, on the other hand, was 
constitutionally incapable of leaving 
a question unbalanced. He made a 
slip of $1,000 in his income statement; 
recopied the statement, repeating the 
error; crossed out so many figures 
that he had to use other money 
columns to show his new figures. He 
still could not balance and finally 
only had time left to do a small part 
of the remaining thirty mark ques- 
tion. As a result he did not receive 
first class honours in spite of his other- 
wise excellent record. 


(This story illustrates the advant- 
age of a candidate realising that few 
of those competing with him will an- 
swer any question perfectly and why 
he should attempt to answer all the 
questions without becoming down- 
hearted because he is unable to pro- 
duce a perfect solution for each). 


PROBLEM 1 
Final Examination, October 1954 
Accounting III, Question 5 (30 marks) 

The following financial statements of the B Co. Ltd., a public company 
with over 1,000 shareholders, for the year ended 30 June 1954 have been 
drafted by the accountant. You have completed your audit and are satisfied 
as to the amounts shown therein. 

The directors have asked you to draw up the financial statements they 
should submit to the shareholders and for general publication. They want 
the statements to conform to the requirements of the Companies Act, 1934 
(Canada) and good accounting practice. They ask that all information which 
a shareholder needs to assess the value of his shares be included and that 
the presentation be as simple as is reasonable within such limits. 

Fixed assets have been recorded at cost. 

Patents and goodwill have been recorded at cost less, in the case of 
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patents, amounts written off as a charge against the cost of goods manufac- 
tured. The charge for the current year was 1/17 of the cost of the patents. 

The par value of the Government of Canada bonds is $100,000. The 
bonds were quoted at 30 June 1954, at 91% - 91%. 

The investment in the subsidiary represents the par value of 80% of the 
issued common shares of the subsidiary subscribed when the company was 
formed in 1950. The profits of the subsidiary for the year ended 31 May 
1954 amountec to $248,000 and the earned surplus as at the date amounted 
to $684,900. 

Depreciation has been recorded in the books at the maximum rates al- 
lowed for tax purposes. The directors inform you that, had depreciation been 
calculated on the same basis as in the previous year, they would have re- 
corded depreciation as follows: 

Buildings $ 17,000 
Machinery 57,680 
Equipment 8,310 
Tools 3,700 
Trucks 7,120 
Autos 2,467 

Had capital allowances been claimed at the above amounts, taxes on 

income would have been increased by $18,828. 


B CO. LTD. 


BALANCE SHEET 
as at 30th June 1954 


4,785 


Cash on hand 
142,640 


Cash in bank 

Accounts receivable — trade... $217,200 
— subsidiary ....... 81,200 
— employees e 920 

Notes receivable 

Less — notes receivable 


discounted 14,500 72,500 


$371,820 


Less — allowance for bad debts ... 14,800 357,020 


Inventories—raw materials—at average cost ... 74,900 
—work-in-process—at average cost 18,560 


—finished goods—at lower of cost or market. 187,800 
3,164 


780 
11,450 
87 


Prepaid insurance 

Utility deposits 

Prepaid taxes 

Unemployment insurance stamps .. 

Accrued interest receivable on Government of 
of Canada bonds 

Advances to subsidiary ... 


750 
64,950 
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Investment in shares of subsidiary at cost 200,000 
Marketable securities — 3% Government of Canada 
bonds — interest payable April 1, October 1 


at cost 92,500 


$ 240,000 
Buildings 850,000 
Machinery é 721,000 


Equipment 138,500 
14,800 


35,600 
14,800 


$2,014,700 
Less—depreciation: 
Buildings 
Machinery 
Equipment 


702,530 


1,312,170 


Patents 14,800 
Goodwill 120,000 


LIABILITIES AND CAPITAL 
Liabilities 
Accounts payable—trade $ 312,900 
—subsidiary 33,300 
—machinery purchased sania 2 14,000 
Accrued wages payable 
Accrued interest payable 
Taxes on income 
Bonds payable—5%% first mortgage bonds, interest due Ist 
May, Ist Nov. — $25,000 payable on principal 
each November 425,000 


Reserves 
General contingencies ae Bee $ 100,000 
Future decline in inventory values 
Asset replacement 


Capital 
2,500—6% preferred cumulative shares redeemable at 104 
authorized and issued 
50,000 no par value common shares authorized 
and issued 
Premium on issue of preferred shares 


587,091 


$1,159,336 


1,446,970 
$2,606,306 


$ 833,415 


1,542,091 


$2,606,306 
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B CO. LTD. 
SURPLUS ACCOUNT 
for the year ended 30 June 1954 
Rassnoe as et Set Filly 2053) woe icc cece cecsceucus 
Profit for the year .......... PASE eee eine 
Profit on disposal of machinery Si Pit Jon le ea 
Correction of entry 30 June 1953 re prepaid insurance . 


Less—dividends ........ DRG re ETE PS sea hra Oe I has oe EE $ 65,000 
autee Wn Gabe OE OPUS 5c... 5 6 oie ce cece cscs a8 is 812 
Se | a en 67 


Balance 2s at 30 June 1Gs4 .. 6... 6.5 cede ses 


B CO. LTD. 


STATEMENT OF TRADING AND PROFIT AND LOss 
for the year ended 30 June 1954 


Sales ma delat waren, CMe eee $2,606,590 
Less—returns .... BANE cin, aes Nay ee $ 34,850 
—discounts Ba bry Lem ied a rece 12,340 47,190 
Cost of goods sold 
Inventory of finished goods—Ist July 1953 ...... 282,500 
Cost of goods manufactured .............. se 1,899,750 
2,182,250 
Inventory as at 80 June 1954 251,800 


OR MNTE oO Ge ee i a Saale way 
Reduction of inventory of finished gree to > anaes 


Selling expenses— 


Sales manager’s salary ae err. we 
Salesmen’s salaries Sens eres 30,000 
az En ee ee ee 68,000 
expenses Dist Sea WrctE eee eis ase 41,200 
Advertising Pr ea ae ta. pe ae 152,630 
RD oo ho eso ee Petrie oh Se 9,420 $ 321,250 
Administrative expenses 
NICE ool Sich ese esis oie 6,000 
Executive salaries i Bie eee See ie 54,000 
Other salaries ...... ~ cal mmerrennin ac 50,145 
Heat, light and water . ae eee 9,420 
Depreciation on office building ona rane ee 6,000 
a at MMIII 6 oo oni 5 cites 8,450 
<i EE ohne Are te 2 a, 2,100 
RO ee 24,875 
ee ee 62,110 


Sundry ROPING Cats ete ih cexlct a cacy) aa er 5,210 228,310 


$ 541,868 
106,390 
4,620 

92 


652,970 





65,879 


$ 587, 091 


$2,559,400 


1,930,450 


628,950 
64,000 


564,950 





549,560 
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aus te) TIGER sii ods Keen dhe weeds tenteun 
—dividends Sebel ot ABU detains tes BE a Ei 3 


—transferred from inventory reserve—see above .. 


Net pront for the year... 6.60. kee ins 


B CO. LTD. 


STATEMENT OF Cost oF Goops MANUFACTURED 
for the year ended 30 June 1954 


Work-in-process as at Ist July 1953 
Raw materials used in production 
Inventory as at Ist July 1953 ........... 


Purchases ; ces sh Sra ney . $1,260,685 
ee re $ 78,460 
—discounts 9,285 87,745 


Inventory as at 80th June 1954 


Direct labour . 
Indirect labour ......... Sidhe BeOS 
Supervision EO Aa RT ee egtigen Ogee 
Depreciation—building . A Tos ts 
—machinery ach Zrenitn wees 
—equipment . 
MER eid w is dssi tn eae Seog enim dense 
PEAT: lcd fiieiane bak tent tact Mee 


bien ewer BNC HOWE «oy occ isiers Seiad Gwe ce wld ve 
SUQpUGS 2255 i6s.0 Shr de oiten we seeetaeeckerde. 
RCO 000) oi cis ois 4 Jo dd ei tees 
Repairs—building ........ WA aida stn diand Draenei 
NNN 5 a Ss cl aise Wsclgtin ye ai ovauava GIST S 
OMMEMNMM fi 5-15, Gates ole Alena God w Shae ial eee 
Trucks it PN ain on aie Bic AP Ei EE Oe 
PricrtieatiOn OF DRUMS... ck eb hed eee kek ewn 
Sundry Dei Cetera Na ee bidtastester cic fC Te Nall te 


Work-in-process as at 30th June 1954 Kp sors 


Cost of goods manufactured bo ated summit 


Required: 
The financial statements that you would recommend be submitted to the 
shareholders in the form you would recommend. 


21,750 
81,000 
8,250 
2,500 
4,250 


$ 86,200 


1,172,940 
1,259,140 
74,900 
1,184,240 
222,500 
107,255 
37,820 


117,750 


48,290 
69,270 
38,420 
12,150 
28,840 
4,020 
2,010 
1,000 
28,265 
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15,390 

3,000 
24,000 
64,000 


$ 106,390 


$ 16,480 


1,901,830 
1,918,310 
18,560 


$1,899,750 
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A SOLUTION 
B CO. LTD. 
STATEMENT OF PROFIT AND LOsSs 
for the year ended 30 June 1954 
$2,559,400 
1,994,450 
Gross trading margin 564,950 
Selling expenses $ 321,250 
Administrative expenses 
Executive remuneration 
Directors’ fees 


141,233 
24,875 
487,358 


77,592 
Subsidiary revenue 
Dividend from subsidiary company (note 2)... . 
Bond interest earned 
27,000 


Profit for year, before non-recurring items 
and income taxes 104,592 
Profit on disposal of machinery and equipment 3,741 
Profit for year, before income tax 108,333 
Provision for income tax 62,110 
Profit for year (note 3) $ 46,223 


Note 1: These items include depreciation on buildings and equipment in the amount of 
$134,300, and amortization of patents, $1,000. 

Note 2: The company’s share of the profits of the subsidiary for the year ended 31 May, 
1954, amounted to $198,400. 

Note 3: The depreciation recorded in the accounts, totalling $134,300, is the maximum 
allowed for tax purposes and was $38,023 in excess of normal depreciation. 
Had the normal depreciation been included in the accounts, the taxes on income 
would have been increased by $18,828, and the profit for the year would have 
been shown as $65,418. 


B CO. LTD. 
STATEMENT OF UNAPPROPRIATED EARNED SURPLUS 
for the year ended 30 June 1954 
Balance as at 30 June 1953 $ 541,868 
Add Net profit for the year 46,223 
Transferred from inventory reserve 64,000 
~ 652,091 
Deduct dividends paid 
Preferred 
Common 


65,000 
Balance as at 30 June 1954 $ 587,091 








STUDENTS DEPARTMENT 





B CO. LTD. 
BALANCE AS AT 30 JUNE, 1954 
ASSETS 
Current assets 
Cash on hand and in bank ................... $ 147,425 
Government of Canada bonds, at cost 
(market value, $91,625) ............... $ 92,500 
AUG Accrued MCPOKE nc ad ec eee wn 750 
93,250 
Accounts receivable ...........0.0s5.06040% 218,120 
Pees Nee? cos Fo as iwc ose 72,500 
290,620 
Less allowance for doubtful accounts .......... 14,800 
275,820 
Due from subsidiary company ................ 47,900 
Inventories: 
Raw materials, at average cost .............. 74,900 
Work in process, at average cost ........... 18,560 
Finished goods, at the lower of cost and market 187,800 
281,260 
Prepaid expenses (taxes, insurance, utility 
EEE) gore sce oir oee 4 odie 15,431 
Otel -CMIVORE (QSSOU: ..0c6 62 ie ees 
Investment in and advances to subsidiary company 
HANES. Gt CORE (NOI 2) 5. x in RS sae owes 200,000 
MMI Fi re eo cee Se okt wk 64,950 
Fixed assets 
Accumulated 
Cost depreciation Net 
PRN Ne th ts en $ 240,000 240,000 
PeNEEN o beh oee e ks RS 850,000 295,410 554,590 
Machinery and equipment ........ 924,700 407,120 517,580 
$2,014,700 $702,530 
NNN RO eROERS Sco 2 hey Jeet bd ie ws 
Other assets 
Patents, at cost less amount written off ........ 14,800 
NGO MEFUREVOUSE fale tl isnad, SEs Bas bas Oe 120,000 





Note 4: Book value of investment in subsidiary as at 
81 May, 1954: $747,920 
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$ 861,086 


264,950 


1,312,170 


$2,573,006 
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LIABILITIES AND SHAREHOLDERS EQUITY 





Current liabilities 







Accounts payable (trade) ................... $ 326,900 
Accrued expenses (wages and interest) ....... 13,965 
Ue NUNN osc) nis 5 ee ale k sees 34,250 






Instalment on bonds payable, due 1 Nov 1954 .. 25,000 





Total current liabilities .................. $ 400,115 

Long term liability 
5%% first mortgage bonds, interest payable May 1 
and Nov. 1, with $25,000 principal payable on 
Nov. 1 each year ee eee coriio ek 
Less redeemed to date (instalment due Nov. 1, 
1954 included in current liabilities above)... 100,000 






500,000 




















400,000 
Total liabilities .. . ita aera 800,115 
Shareholders equity 
Capital stock: 
Preferred — Authorized and issued, 2,500 6% 
preferred cumulative shares of $100 par 
value each, redeemable at 104 ......... 250,000 
Common — Authorized and issued, 50,000 no 
par value common shares ................ 700,000 
Premium on preferred shares .......... pris 5,000 


Paid-in capital Ret AOR ie = 955,000 
Earned surplus: 
Appropriated — 
General contingencies .................... $ 100,000 
Future decline in inventory values ......... 37,800 
Asset replacement ............2.2 60.4. eae 93,000 


mmm ne 


230,800 
Unappropriated — per statement attached ..... 587,091 


817,891 


Total shareholders equity ............... 1,772,891 


a $2,573,006 


=—SSS== 


Contingent liability: notes receivable under 
discount, $14,500. 


Examiner's Comments 
Some students spent time on a manufacturing statement, which was not 
required. 





ny 
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NEWS OF OUR MEMBERS 


Alberta 

Christenson, Simonton & Co., Chartered 
Accountants, announce the removal of their 
offices to the Anglo American Bldg., 330-9 
Ave. W., Calgary. 


British Columbia 

Bailey, Monteith, Holms & Co., Chartered 
Accountants, Scollard Bldg., Victoria, an- 
nounce the admission to partnership of 
James A. Wood, B.Com., C.A. 

Rutherford, Bazett & Co., Chartered Ac- 
countants, announce that they have assumed 
the practice of the late George Griffiths. 
They further announce that S. John Lady- 
man, C.A. has been admitted into partner- 
ship of the Vernon practice and that hence- 
forth this practice will be carried on under 
the firm name of Rutherford, Bazett, Lady- 
man & Co., Chartered Accountants, at 2908 
Barnard Ave., Vernon. 

Rickard, Crawford & Co., Chartered Ac- 
countants, 850 W Hastings St., Vancouver, 
announce the opening of an office for the 
practice of their profession at 817 Gran- 
ville St., Vancouver, and the opening of a 
South Burnaby office at 3603 Imperial St., 
South Burnaby. The resident partner of 
the latter office is David A. Moulding, C.A. 

The appointment of Alexander Campbell, 
C.A. as vice-president, Finance, Western 
Canada Breweries has been announced by 
W. Ross MacKenzie, president. Mr. Camp- 
bell retains his position as treasurer which 
he has held for the past five years. 


Ontario 

Riddell, Stead, Graham & Hutchison, 
Chartered Accountants, and A. W. Quayle 
& Co., Chartered Accountants, announce 
the merging of their practices in Ottawa. 


The combined practices will be carried on 
in the name of Riddell, Stead, Graham & 
Hutchison with offices at 63 Sparks St., the 
resident partners being A. W Quayle, C.A., 
R. B. Humphreys, C.A. and J. A. Cunliffe, 
C.A. 


Dick, Bond, Hetherington & O’Loane, 
Chartered Accountants, announce the ad- 
mission to partnership of J. W. Scott, B.A., 
C.A. 


W. N. Smith, C.A., has been named city 
treasurer of Kingston, Ontario. 


The appointment of V. W. Scully, F.C.A. 
as vice-president and general manager of 
The Steel Co. of Canada Ltd. has been an- 
nounced by H. G. Hilton, president. 


B. B. Puddy, C.A. has been appointed a 
director of Stevenson & Kellogg Ltd., Mont- 
real. 


J. A. Cuddie, C.A has been appointed 
treasurer of Canadian Pittsburgh Piping 
Ltd., Hamilton. 


D. M. Murton, C.A., has been appointed 
assistant-secretary of Bawden Industries 
Ltd., Toronto. 


J. I. Battler, C.A. has been appointed 
Comptroller of Preston Woodworking Ma- 
chinery Company Ltd., Preston, Ont. 


Quebec 


Elected to the Board of Directors of Daly 
& Morin Ltd. at the annual meeting was 
Malcolm Blakely, C.A. 


The appointment of E. L. Hamilton, C.A. 
as a vice-president of Canadian Industries 
Limited has been announced by H. Gre- 
ville Smith, president. Mr. Campbell is 
treasurer of the company and has been a 
director since March 1955. 
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INSTITUTE NOTES 





ONTARIO 

73rd Anniversary Dinner — Nearly 700 
guests, members and students attended the 
73rd Anniversary Dinner on Friday, March 
9th, 1956, at the Royal York Hotel. Mr. 
H. G. Norman, C.M.G., F.C.A., Consul Gen- 
eral of Canada in New York, spoke on the 
early history of chartered accountancy in 
Canada and indicated the debt the pres- 
ent members owe to those who had laid 
such excellent foundations for the profes- 
sion. 


Members by Affiliation — The following ap- 
plicants were admitted to membership by 
affiliation on March 9th, 1956: Frederick 
Raymond Weatherley (Eng. 46), Duncan 
Valentine McPherson (Scot. 52), Vernon 
Ralph Wood (Alta.’55), John Norman Mc- 
Leod (Scot. 38, Nfld. ’53). 


By-law 2A and Affiliations — J. O. Dean of 
Toronto, a member of the Transvaal So- 
ciety of Accountants in South Africa, was 
admitted to membership by the Council 
on January 7 under the authority of by-law 
2A. At the same time the following appli- 
cants were admitted to membership by af- 
filiation: Richard M. Wingfield (Que. ’52), 
and Archibald K. Morgan (Eng. 730). 


Regulations Governing Municipal Auditors 
— The Ontario Gazette issue of March 3rd 
included new regulations for Provincial Au- 
ditors. The regulations were made under 
the Municipal Affairs Act and provide for 
four classes of licenses. All Municipal Au- 
ditors will receive a copy of the regulations 
in the near future but anyone can obtain 
one from the Department of Municipal Af- 
fairs. 


Committee on Accounts and Audits — 
As a result of the work of the Committee 
on Accounts and Audits of Municipal and 
certain other organizations, a recommenda- 


tion was made in January to the Minister 
of Public Welfare concerning the account- 
ing and auditing regulations under the 
Charitable Institutions Act. The Commit- 
tee was seeking to improve the require- 
ments for accounts and to provide for an 
Auditor’s Report which would follow as 
closely as possible the form recommended 
by the C.I.C.A. The Committee is now 
studying the requirements for accounts and 
audits under the Municipal Affairs Act and 
would welcome the comments from mem- 
bers who may have suggestions in this field. 


Annual Conference — At the first annual 
conference of the Institute to be held in 
Kingston on Monday and Tuesday, June 
18 and 19, the guest speaker at the open- 
ing day dinner will be Dr. W. A. Mack- 
intosh, Principal and Vice Chancellor of 
Queen’s University. 


Lecture Hall — The Lecture Hall of the 
C.A. Building with accommodation for 200 
people and a public address system is avail- 
able for outside groups at a rental of $25.00 
for the morning or afternoon or $50.00 for 
a full day. All enquiries should be made 
to the Registrar. 


C. A. Act — A Bill to reconstitute the In- 
stitute of Chartered Accountants of Ontario 
was given first reading in the Ontario 
Legislature on Tuesday, March 6, 1956. 
The Bill includes the recommendations of 
the Institute’s Council necessary to bring 
the present act up to date. It includes a 
provision that it does not become effective 
until a by-law is passed by the members 
to reconstitute the Institute. At present 
the Council is working on a revision of the 
by-laws and when these are completed and 
providing the Bill is enacted, they will both 
be presented to a special meeting of mem- 
bers for consideration. 
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INSTITUTE NOTES 


Course of Instruction Rules 1955-56 — 
The Council is continuing to enforce strict- 
ly the rules for submitting lessons because 
it believes that this is the best way of 
helping the students to make satisfactory 
progress. The rules require students to 
complete the courses in which they are 
enrolled or re-enrolled by Saturday, Sep- 
tember 1, 1956, in order to be eligible for 
examinations dependent on the courses or 
to proceed in the next year of the course. 
The rules are set out in detail in the June 
1955 Information Booklet and are also 
printed on a copy of the enrolment form 
which each student receives after his ap- 
plication for enrolment has been accepted. 
Last year some 20 students were prevented 
from continuing in the next year of the 
course and 17 from writing the 1955 exam- 
inations because their courses were not 
satisfactorily completed by the required 
date. Practising members recently received 
progress reports for their students showing 
the number of lessons accepted by Queen’s 
as of the due date for lesson number 5. 
They were asked to inform their students 
of this information and to make sure of 
their understanding of the regulations. 


ONTARIO STUDENTS’ ASSOCIATION 
“Careers Night” — A “standing room only” 
audiente of 170 Toronto students and re- 
cent graduates, enjoyed the March 13th 
Careers Night. A panel of five speakers 
under the chairmanship of Clem L. King, 
F.C.A. outlined career opportunities in vari- 
ous fields and gave freely of their time in 
answering questions afterwards. This type 


of meeting has proved so successful it is 
bound to become an annual affair. 
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April Meeting — Date is set for April 10th 
in the C.A. Building, time 8:00 p.m. Speak- 
er and topic will be notified to students by 
letter. 


Nominations — Excellent opportunities for 
service are yours as a member of the Stu- 
dents’ Association Council. The experience 
is usually a stimulating one and with the 
organization as active as it is now, you 
can see results for what time and effort you 
are asked to give. If you enjoy working 
with a team for the good of others, in this 
case your fellow students, answer the call 
for nominations which will reach you by 
mail in the next day or two. 


Blazer Crests — Inflation has finally caught 
up with our blazer crests and it is necessary 
to increase the price to students from 
$6.50 to $7.00 when present supplies are 
exhausted. The price to members of the 
Ontario Institute who are not members of 
the Students Association will now be raised 
from $7.50 to $8.00. 


NOVA SCOTIA 


The convocation dinner and dance of 
the Nova Scotia Institute was held at the 
Lord Nelson Hotel, Halifax, on February 
27, 1956. About 130 were present includ- 
ing wives of members and students. Pre- 
sentation of diplomas was made by Gerald 
Martin, president of the C.I.C.A. The 
special speaker for the occasion was Dr. 
J. B. Hardie, Professor of Hebrew and Old 
Testament History at Pine Hill Divinity 
College. 











CLASSIFIED ADVERTISEMENTS 


Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate $17.00 per column inch. 
All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Closing date is 14th of preceding month 





POSITION WANTED. 1954 _ graduate 
wishes to associate with public accountant 
in Toronto with partnership or succession 
possibilities. Box 553. 


POSITION WANTED: Ambitious chartered 
accountant, age 30, presently in public 
practice, desires position with practising 
chartered accountant in the Toronto area 
with a view to partnership or succession of 
practice. Box 556. 








STUDENTS WANTED: Junior student 
and intermediate student required for 
chartered accountant’s office in Montreal. 
Give particulars concerning education, 
qualifications, experience and_ references. 
Salary accordingly. Box 558. 


CHARTERED ACCOUNTANT: Required 
for expanding practice. Opportunity for 
partnership available. Apply to K. Douglas 
MacLennan & Company, 744 Ouelette 
Avenue, Windsor, Ontario. 


CHARTERED ACCOUNTANTS AND 
STUDENTS: Positions available with To- 
ronto firm of chartered accountants 
(Jewish). Excellent opportunities for ad- 
vancement and participation. Box 554. 





WANTED: Chartered accountant or senior 
student by a firm of chartered accountants in 
Toronto, Ontario. Good salary, diversified 
experience and partnership available. Box 
552. 





PRACTICE FOR SALE: In rapidly ex- 
panding town between Toronto and Ham- 
ilton. Box 559. 


ARE YOU MERGER MINDED? _Excep- 
tional opportunity available in Toronto for 
a small firm or sole practitioner to join 
with same. For particulars write Box 555. 


EXPERIENCED BOOKKEEPER: With 
full office set up at home (Toronto) de- 
sires work taking accounts to trial balance. 
Box 557. 


BUSINESS ADMINISTRATOR: Recent 
graduate C.A., C.P.A. or B.Com., required 
for newly formed science college. College 
background would be helpful but not im- 
perative. Application with references and 
full particulars as to age, experience, sal- 
ary expected and availability should be 
made to Macdonald & Healey C.A,’s, 504 
Bartlet Building, Windsor, Ontario. 


INTERMEDIATE STUDENT REQUIRED: 
My practice will give ample opportunity 
for experience and initiative to a senior 
student in third or fourth year seeking 
more varied work. He will be required to 
assist in the supervision of two junior stu- 
dents under direction of myself and my 
qualified assistant (1955). The opening 
developes as my senior qualified assistant 
(1954) is leaving for industry. R. H. B. 
Hector, C.A., 17 Queen St. East, Toronto. 
EM 4-4725. 





SOL EISEN 


PENSION CONSULTANT 


INSURANCE COUNSELLOR 


BUSINESS INSURANCE 


Since 1936 specializing in designing, installing and servicing employer-employee 
benefit and pension plans. 


THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 





352 


ge II 





v 





— —_s 








PROFESSIONAL CARDS 





MACLEOD, RILEY, McDERMID, DIXON & BURNS 
Barristers and Solicitors 
62 Hollinsworth Building - - - - Calgary, Alta. 


PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND - HAY. 
PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


Hamilton Building, 395 Main Street - - Winnipeg, Man. 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 

Roy Building - - - - Halifax, N.S. 
ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 


Barristers and Solicitors 


: 


25 King Street West - - - - Toronto 1, Ont. 





ALAN DIGNAN, Q.C. 


Barrister and Solicitor 


vw 





Bloor Street & St. Clarens Avenue - - Toronto 4, Ont. 


~~ 





PLAXTON & COMPANY 


Barristers and Solicitors 


Suite 1207, 320 Bay Street - - - - Toronto 1, Ont. 
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WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street : - - - - Toronto 1, Ont. 


DIXON, SENECAL, TURNBULL, MITCHELL & STAIRS 


Barristers and Solicitors 


Bank of Canada Building : - Montreal 1, Que. 


LEMAY & ROSS 


Barristers and Solicitors 


132 St. James Street West - - - - Montreal 1, Que. 


McMICHAEL, COMMON, HOWARD, CATE, OGILVY & BISHOP 


Barristers and Solicitors 


Royal Bank Building - - -  - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street oe. te a ee Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 


Barristers and Solicitors 


Bank of Montreal Building, 35 Palace Hill - - Quebec, P.Q. 








